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1 Executive summary

1.1 Introduction

The Statutory Manager, Charterhouse Bank Limited appointed PricewaterhouseCoopers Limited to conduct some investigations under terms of reference contained in the contract dated 12 July 2006. 

Under the terms of reference, we were to carry out the following tasks;
i) Review transactions that Charterhouse Bank Limited (“CB Limited” or “the bank”) has recorded in clients’ accounts with special focus on insider and group-related client accounts;

ii) Determine if there are any indications of irregularities, such as illegal transactions or criminal offences, fraud or dishonesty committed in the course of conducting business;

iii) Establish if further work would need to be carried out to provide evidence of any irregularities committed, or provide any other relevant recommendations;

iv) Determine the status of CB Limited’s compliance with and prudence in following Know Your Customer (KYC) best banking procedures through review of the appropriateness of the institution’s KYC policy and its application on all targeted accounts; 

v) Determine if there has been any material breach of the Banking Act, the Central Bank of Kenya Act or the regulations, guidelines or other matters prescribed by the Central Bank during the period covered by the review.

The scope of the investigation was limited to reviewing information available within the bank.  The investigation did not involve interviewing customers or other third parties or reviewing the records of or information held by customers and third parties.  Consequently, the ability of the review to reveal criminal or illegal transactions committed by customers is limited.  While the review revealed irregular transactions, it is difficult to ascertain whether criminal or illegal activities have occurred by reviewing bank records alone.  From our reviews, we have reported transactions that are irregular and give our recommendations on the way forward, including recommendations for further investigations and follow-up of issues with previous management.

Our work included sampling more than 1,004 accounts in accordance with our terms of reference and reviewing in detail transactions in those accounts which appeared unusual, with special focus on insider and group related client accounts.  As explained below, we faced considerable handicap in obtaining information necessary for our review.  Therefore, all unusual transactions may not be reasonably expected to be identified from our work.
1.2 Information flow and availability

We were faced with some formidable challenges in obtaining information which impeded the progress of our review. As a result, we were not able to access some of the information that we would have wished to obtain to make the exercise more effective. Some example of this are;
i) We got the impression of a general unwillingness among the bank’s staff to provide us with information and only got minimal cooperation from them;

ii) The bank’s general manager proceeded on leave without notice at the beginning of the assignment rendering information flow difficult; 

iii) We were not able to obtain certain documents for transactions prior to June 2004 as the relevant supporting documents were said to have been destroyed in a fire at the company’s archives in September 2004; 

iv) The bank’s core system, Equinox, was down for most of the time and was never fully functional as it experienced considerable downtime. Efforts to get Equinox vendors, Neptune Software Limited to resolve these handicaps did not bear much fruit in the first two weeks of the assignment. Afterwards, the system was intermittently down and some of the functionalities could not be utilised;  

v) By the time of writing this report we had not obtained documentation in support of telegraphic transfers (TTs) for periods prior to 1 January 2005. We also did not obtain supporting documents for the last quarter of 2005.  There were significant transfers made during this period and especially between 25 and 26 October 2005. The Statutory Manager attempted to obtain the documents for these 2 days, which we understand were available but management refused to yield. We also understand that subsequent to our departure from the bank, the Banking Fraud team was called in to help extract the documents for these days;

vi) We also requested but did not obtain from the bank’s management supporting vouchers for the nostro accounts for periods prior to January 2006. The manager in charge of the department informed us he was new and could only provide information for 2006 transactions. We were only able to get some of this information on the last day of the field work. Consequently, we could not investigate these accounts fully. 
vii) Our use of computer-assisted audit tools to interrogate data was also frustrated as neither the bank, nor their system vendors could provide the investigating team with the requisite data dictionaries to enable us interpret the data. This means that whilst we could review the debit and credit entries in each account, we could not easily identify the other side of the entries. For example, if we identified a credit entry in the sundry creditors account, it was not possible to identify the corresponding debit without laboriously reviewing the individual entries in the various accounts in which we suspected the debit entry would be.  
1.3 Key findings

The key findings of our work are as follows:

i) The bank is not following accepted KYC procedures.  Although the bank has clearly documented KYC procedures, these are largely ignored and there is no documented evidence of the bank attempting to obtain an understanding of the identity of some of the bank’s active customers or their businesses. There are strong indications of irregular activity in some of these accounts.

ii) The bank is in breach of the Banking Act and Prudential Guidelines with respect to single borrower limits and insider lending and reporting / maintenance of documents for foreign currency transactions.
iii) There is evidence of the bank carrying out banking operations without complying with laid down internal control procedures or only intermittent application of key laid-down policies and procedures. Examples of irregular operations include the following:
· Customer mandates were in some cases either ignored or overstepped. We noted instructions to transfer funds from individuals who did not have appropriate authority;
· Alteration of cheque details;
· Opening and closing accounts for purposes of passing certain specific transactions.
· We also noted instances where cheques honoured for payment by the bank were not signed by the customer.

· Failure to maintain appropriate records of transactions; 

There are numerous anomalies identified which raise doubts about the credibility of the information and records maintained by the bank. We consider the general control environment in the bank as weak and we have seen evidence of rampant override of controls by management.

We recommend further investigation into the operations of the bank and more specifically in respect of some transactions highlighted in this report to rule out the possibility of money laundering, abetting of tax evasion by customers or other irregularities.  We have detailed numerous unusual transactions in section 5 of the report, which point to possible irregularity, some involving accounts of companies related to the directors of CB.  A number of accounts need to be investigated further, including all accounts of the Kingsway Motor Group and related companies, the Kariuki Muigua & Co Advocates accounts, accounts related to Dilpun Shah, and all accounts identified in the web of transactions involving Paolo Sattanino as discussed in Section 5.2 of the report.  For such further investigation to be effective, it should extend to speaking to the customers and reviewing their records.

Some of the key findings are summarised below and discussed in greater detail in the main report.

Know your client (KYC) procedures

Banking best practice requires banks to gain an understanding of the customer’s identity and their source of funds among other things. CB has developed some KYC procedures that require prospective customers to supply certain information and to complete account opening forms which are then approved before an account can be opened. We however noted that these procedures are largely ignored. Some of the discrepancies are as follows:

i) Numerous account opening forms are missing or are incomplete;

ii) A number of accounts do not have customer’s contact details/addresses. This could be an indication that such customers do not get statements of account (which acts as a check against irregular activity in customer accounts).  
iii) There are accounts, both personal and corporate, that do not have the customer’s photo image either on the system or on the physical account opening forms. The bank’s KYC procedures require photo and signature images for both personal and corporate accounts. 

iv) Some accounts do not have proper account names. For example, numerous accounts are only described using initials such as CIL, PIVB, S Shah and D Shah. Some of these accounts do not have account opening forms and have been used to process unusual transactions.

v) The credit histories for most of the advance files we reviewed are not up to date;
vi) CBK prudential guideline CBK/PG/08 requires banks to report suspicious transactions to CBK. Some of the transactions observed are suspicious and one would expect a bank to report such transactions to the Central Bank. There are indications that the bank officials may be involved in abetting these suspicious transactions.
vii) In the absence of customer details, especially where there are no documents at all signed by customers, it is difficult to confirm that the customers actually exist in all cases, or whether accounts have been created to facilitate specific transactions.
Out of the 1,004 accounts sampled for KYC reviews, we did not obtain 839 account opening forms or customer instructions (being 83% of our sample and representing 217 relationships). We were informed by management that these forms/ instructions do not exist. We have analysed the results of the 165 forms that we were able to review in Appendix II.

Of the account opening forms obtained, we have summarised in the table below the key findings analysed into the following three categories based on the nature of the customer:  

· Incorporated businesses

· Unincorporated entities/ partnerships

· Personal accounts

The table below summarises these exceptions:

	
	Company accounts
	Other

entities
	Personal 

accounts
	Total

	
	
	
	
	

	Account opening forms reviewed
	98
	21
	46
	165

	
	
	
	
	

	Account opening documents NOT properly completed by the account holder
	5
	1
	2
	8

	Account opening form has NOT been authorised by branch Manager
	12
	2
	5
	19

	Memorandum and articles of association NOT obtained
	10
	
	
	10

	Certificate of incorporation NOT obtained.
	15
	
	
	15

	Trade License NOT obtained
	50
	15
	
	65

	Resolution by the board of directors to open account NOT obtained
	46
	
	
	46

	Identification details of at least the board Chairman or  Managing Director NOT obtained
	24
	15
	6
	45

	Address verification documents NOT obtained e.g. Utility bills, bank statements
	63
	
	40
	103

	Audited  financial statements for at least one year NOT obtained
	87
	9
	
	96

	PIN/VAT registration NOT obtained
	24
	12
	32
	68

	Written confirmation NOT obtained from previous banker where applicable
	48
	18
	16
	82

	Suitable account introducer NOT verified
	28
	16
	15
	59

	Copies of documents obtained have NOT been certified as true copies of original
	10
	11
	12
	33

	Certificate of registration of business name NOT obtained.
	
	7
	
	7

	Identification details of at least two partners is NOT obtained
	
	14
	
	14

	Signed partnership deed NOT obtained
	
	7
	
	7

	Account opening documents NOT completed by the holder(s)
	
	11
	
	11

	NOT verified employment/source of income (e.g payslip)
	
	
	36
	36


Compliance with banking laws and regulations 


Banking regulations such as the Banking Act, Central Bank of Kenya Act, Central Bank of Kenya Prudential guidelines govern the operations of banks. These include limits on a variety of areas and also reporting requirements on certain aspects of the banks’ operations.

There are four main areas noted where the bank was not in compliance with the requirements of these regulations i.e. (i) lending limits to single borrowers and their associates, (ii) limits on lending to related parties, (ii) unsecured lending to officers of the bank and their associates, and (iv) foreign currency transactions. The key points are listed below

i) The Prudential Guideline CBK/PG/07 (Section 3.2.3) and Section 11 of the Banking Act prohibit lending in excess of 20% of the institution’s core capital to any one insider and their associates. We noted instances where lending to directors of the bank and companies associated with them are beyond these limits. An example is the lending to companies associated with the Managing Director, Sanjay Shah, which were in excess of 40% of the bank’s core capital and are equivalent to 11% of the entire lending;

ii) The lending above also exceeds the limits of 25% of core capital imposed by Section 10 of the Banking Act on facilities to single borrowers and their associates;

iii) The Prudential Guidelines CBK/PG/02 (Section 3.5.2.1) requires directors, chief executive officers and management of a bank to declare any financial interest in customers of the bank in order to reduce or eliminate conflicts of interest. Thereafter such directors or officers should not be directly involved in the bank’s dealings with such customers. The bank has extensive dealings with the Kingsway Group and Creative Innovations Limited in which some directors have an interest. Based on our review of information provided, there was also evidence that the disclosures made by the directors to CBK on their other directorships were not complete. There are numerous companies with which some directors are associated, which have not been disclosed in their submissions to the Central Bank of Kenya (“CBK”). 

iv) Section 11 of the Banking Act and Section 3.5.2.7 of CBK/PG/02 prohibits directors, chief executive officers and management from granting any advances, loans or credit facilities which are not fully secured to any of its officers, significant shareholders or their associates. We noted instances where loans to officers and their associates are unsecured.

v) CBK has issued ‘Guidelines on Foreign Exchange’ that require banks to report any transaction above US $50,000 and to retain documentary evidence for those transactions. We were not provided, for our review, with copies of these returns other than for those made in 2006; 

vi) CBK has issued Guidelines on Foreign Exchange that require banks to retain documentary evidence for those transactions in foreign currency amounting to more than US$ 10,000. We noted numerous instances of transfers of US $ 10,000 and below by a single customer to a single beneficiary on the same day indicating an intention to split such transactions to avoid maintenance of records or reporting transactions above US $ 50,000 as required by CBK;

vii) From the review of the returns to CBK for 2006, we noted an incomplete return relating to some funds transferred from the Lion Club of Ethiopia account. We have reviewed transactions in the Lion Club of Ethiopia account and noted other unusual/ suspicious transactions;

viii) The bank had about 150 accounts which, although denominated in Kenya Shillings had almost all transactions in them in foreign currencies. Most of these accounts were closed in 2004 and new accounts opened for the same customers in the respective foreign currencies. Although the account balances were in shillings, we noted that there were regular revaluations of the balances indicating that the intention of the bank was to retain foreign currency value. It is therefore possible that returns made to the CBK on the currency positions were misleading and did not include these types of accounts.

Unusual transactions and accounts which indicate unusual operations of the Bank
There is evidence of irregular banking practices based on our review of customer accounts. During our investigations, we noted a number of transactions that appeared unusual and for which we recommend further investigation. Instances noted include the following:

i) We noted numerous cases where certain customers engaged in regular large cash transactions that are considered unusual. There were unusually large cash withdrawals and deposits which may indicate an intention to conceal the true source or beneficiary of the payments made. The supporting debit vouchers and deposit slips were not detailed enough to show to whom the cash was paid or from whom deposits were received;

ii) We noted a pattern of transactions involving a web of related accounts held at the bank which may indicate an intention to conceal the true source or beneficiary of the payment made. For example:

· there are several parties making payments directly or indirectly to accounts in the name of Paolo Sattanino and an entity called Capricorn SRL (no account opening details are available for these accounts), who in turn make payments overseas to various parties.  We have identified a number of companies involved in this web, including Kingsway Mart and Creative Innovations.  It is not clear what the transfers relate to.  The amounts involved are sometimes significant and are explained in greater detail in section 5.2 of the report.  We recommend that these payments be investigated further to establish their nature and rule out irregularity.

· A certain Dilpun Shah acts on behalf of several companies which have a link to payments made to Paolo Sattanino.
iii) We have noted that the bank is using a sundry creditors account for processing payments from or to customer accounts. Some of the payments debited to customer accounts such as the Prajapati account as ‘cash withdrawals’ were traced to the sundry creditors account. There is also evidence that loan repayments for a loan granted to Parmex Limited, originated from the Sundry creditors account. There is no evidence where the funds came from or whether these were indeed genuine loan repayments. It is possible that the sundry creditors account has been used to conceal transactions between accounts. It is also possible that cash may not have moved as recorded, or cash may not actually have moved into/ out of the bank. 

iv) Unusual loan accounts/transactions. In addition to the Parmex Limited loan transaction discussed above, we have noted other examples, such as the Sailesh Prajapati account, where loan accounts have been credited with amounts described as “loan proceeds” or “transfers” from unexplained or unrelated accounts.

v) There are large inward and outward telegraphic transfers which are unsupported.  These are repatriation and receipt of funds to or from sources and purposes that we could not ascertain. As explained before, we were unable to obtain supporting documents for most foreign currency transfers.  Examples of some of the large transactions noted for which no support has been provided include the following:

· Crucial Properties Limited – Shs 2 billion received in January 2001 and its subsequent transfer from the receiving account;

· Kariuki Muigua Client Account – Shs 312 million received from Crucial Properties Limited in February 2001. The funds were withdrawn within a week and paid to other parties;

· Kingsway Tyres Limited – there were several large cash and telegraphic transfers in September, October and November 2005.

· Various foreign currency transactions by Paolo Sattanino. 
vi) Some accounts were opened, operated and closed within an unusually short period of time indicating that they were opened to facilitate specific transactions only;

vii) There were some unusually high “insurance premium” payments to an insurance company overseas for individual endowment policies debited from the Kingsway Tyres account CA 01-000795. The supporting documents showed some discrepancies;
viii) There were instances where an account holder used cheques issued in another account’s name to transact business in his account. This was done by manually altering the account name and number on the cheques. Most of the transactions done in this manner were described as cash withdrawals;

ix) Withdrawals/ transactions were made contrary to or without appropriate account mandates;

x) There was a large number of accounts maintained in Kenya Shillings, but having foreign currency transactions, that were closed in April 2004 and replaced by new accounts. The instructions to close the old accounts and to open new ones were not made available; 

xi) We noted a number of fixed deposit accounts with very unusual transactions.  These were fixed deposit accounts that had a history of debit balances. The debit balances would reverse in due course through unusual entries and would eventually turn into credit balances.
2 Know your customer “KYC” procedures

Banking best practice requires banks to gain an understanding of the customer’s identity and their source of funds among other things. CB has developed some KYC procedures that require prospective customers to supply certain information and to complete account opening forms which are then approved before an account can be opened. We however noted that these procedures are largely ignored. Some of the discrepancies are as follows:
i) Missing account opening forms - Contrary to the requirement that every new customer of the bank completes a standard account opening form detailing information about the individual or the entity, most accounts are not supported by either account opening forms or customer instructions. Of the 1,004 accounts we sampled for review, there were no account opening forms or customer instructions for 839 accounts (representing 217 relationships). These have been summarised under Appendix I;
ii) Where the account opening forms were available, we noted numerous instances where the information on the forms was incomplete.  The forms require the customer to provide details about the account to be opened. Once this form is reviewed, the appropriate bank official signs it as an indication that the customer’s request has been accepted and an account can be opened. Details missing included the following:

· Certificate of incorporation, memorandum and articles of association for corporate customers;

· Trade licenses 

· Resolutions of directors to open an account with Charterhouse Bank;

· Address verification documents such as utility bill, or bank statements;
We have summarised in Appendix II the accounts where these details were missing;

iii) The bank requires its new customers to obtain references from existing customers of the bank. However, we noted instances where potential customers did not obtain such introductions but instead a bank official noted “known to the bank” in that field. No bank official has signed the form to confirm this on behalf of the bank;
iv) There were instances where appropriate bank officers had not approved the account opening forms. We have summarised examples noted where the appropriate approvals are missing. See Appendix II;
v) The KYC procedures require that copies of documents supplied be certified as “True copies of the original”. We noted instances where copies had not been certified;
vi) We noted files where the credit history was not up to date. Examples are overdraft accounts whose facilities have expired and there was no evidence of follow-up since there were no recent correspondences between the bank and the customer;
vii) Accounts without postal or physical addresses

The postal or physical addresses of the following customers from our sample were not recorded as expected. 

	Account Name
	Account type
	Account No

	Kenya Catermart Limited
	FX
	01-400142

	Maniben Meghji Shah
	FX
	01-400091

	Parmex Limited
	FX
	01-400017

	Parmex Limited
	CA
	01-000193

	Anandi Vipin Shah
	CD
	01-206954

	Sonal Devani
	FD
	01-207285


Lack of postal or other addresses imply the following:

· That the customer does not obtain regular updates of the transactions in that account;

· The accounts may not be genuine. There is a possibility that the companies and individuals mentioned above are not aware of the accounts above.

· The transactions processed in these accounts may be irregular and would call for further investigations.     
viii) Accounts using unusual names - opened using initials 

Our review revealed accounts as well as beneficiaries whose names appeared to be short forms. Examples include the following:

· An account by the name CIL – whose directors were the same as those operating the account of Creative Innovations Limited;
· A beneficiary by the name PIL receiving payments from Creative Innovations Limited;
· An account by the name D Shah (which may relate to accounts operated by Dilpun Shah);

· An account named S Shah;
· An account named PIVB (whose details we did not obtain). 

Other than CIL, we were not provided with the account opening forms for the accounts above. We were therefore not able to confirm other details of these accounts. There were some unusual transactions in some of these accounts.
3 Compliance with laws and regulations

3.1 Requirements of the Banking laws and regulations
In accordance with the terms of reference, we carried out a review of compliance with the various laws and regulations in place during the period under review. The key requirements of the various regulations relevant to this exercise cover a wide range of matters including the following:

i) Corporate governance - The guidelines among other things, apply to the duties, responsibilities and code of conduct for shareholders, directors, chief executive officers and management of the bank. The code of conduct deals with outside financial interests by the directors and insider loans as well as the required disclosures.  

ii) Proceeds of crime and money laundering (prevention) - The guidelines deal with methods of prudent customer identification, record keeping, identification of suspicious activities and the need to report such activities to the appropriate authorities for further investigation. The guidelines require that banks report any suspicious transactions to the CBK.

iii) Enforcement of banking laws and regulations; the guidelines deal with the supervisory role of the CBK and the role of the board of directors in ensuring that laws are enforced and weaknesses noted from CBK inspections are acted on.

iv) Foreign exchange transactions - The CBK guidelines require banks to maintain supporting documents for all transactions above US$ 10,000 or equivalent, in addition to the requirement that they report any transaction above US$ 50,000.
v) Prohibited business - This guideline applies to transactions by the bank including insider lending limitations, single borrower limits, requirement to obtain security for any insider lending, and prohibition of reckless and fraudulent activities.

The following were noted from this review:

3.2 Returns to CBK
Management made available to us the returns made to CBK in 2006. For these returns, we focused on foreign currency transactions to ensure that transactions that required reporting to CBK were appropriately reported. Our review has indicated evidence of non-compliance, especially for transactions above the required reporting threshold of US$ 50,000, and in respect of maintaining documents for transactions above US$ 10,000. 
The table below shows details of some transactions which we traced to TT confirmations that were not appropriately reported. For most, no appropriate supporting documents were made available for our review. A number of these transactions were in cash and were not properly supported. 

	Date of instructions
	Amount
	From Account
	To
	Comments

	6-Oct-04
	US$ 70,000
	Details were not available
	Details were not available 
	TT reference per the Amex GL account: TTFX 896

	4-Feb-05
	US$ 200,000
	Kingsway and Creative Innovations Limited
	Tradex Srl
	TT reference per the Amex GL account: TT 0117 REM

	19-May-06
	US$ 68,000
	Discounting of cheque from Exel Kenya.
	Astral Aviation US$ account 600181
	An amount of US$ 59,500 was collected in cash by a Tajmina Mohamed of ID No. 22146232. 

	19-Jun-06
	US$ 100,000
	Lions Club of Ethiopia US$ a/c 600173
	Bank draft in the name of Medisel (K) Ltd
	The attached invoice from Medisel (K) Ltd was addressed to Mr Manoj Shah/ Ms. Zahida of Kingsway Tyres & Automart. 

See Appendix A. 

	30-Jan-06
	US$ 21,000
	US$ a/c 600085 of Alloy Steel Castings Ltd 
	Cempack Ltd US$ retention a/c 600025
	No details of what was being paid for were attached

	9-May-06
	US$ 15,400
	Astral Aviation US$ account 
	Not applicable
	The amount was collected in cash by Hirji Ramji Patel of ID No. 11447259. This was described as float for flight. However the instructions were stamped received by Charterhouse on 9 Apr 06.

	12-May-06
	US$ 36,750
	Discounting of cheque 000172 from Development Alternative Inc.
	Astral Aviation US$ account 600181
	Instructions were received by the bank on 13 Jun 06 and Hirji Ramji Patel of ID No. 11447259 was to collect US$ 32,400 in cash against the same cheque.

	22-May-06
	US$ 22,000
	Astral Aviation US$ account 600181
	Not applicable
	Amount paid in cash to Hirji Ramji Patel of ID No. 11447259. 

	22-May-06
	US$ 22,000
	Astral Aviation US$ account 600181
	Not applicable
	Amount paid in cash to  Hirji Ramji Patel of ID No. 11447259. The amount field had been overwritten and not countersigned. The cash was collected on 23 May 06.

	31-May-06
	US$ 27,400
	Discounting of cheque from Tradewinds.
	Astral Aviation US$ account 600181
	The amount was collected in cash by Hirji Ramji Patel of ID No. 11447259.


For remittances related to the Paolo Sattanino accounts, we noted that they were only supported by electronic mails. See further work under 5.2.2.
3.3 Splitting of foreign currency transactions

From a review of a sample of customer instructions, we noted instances where single payments were split into several telegraphic transfers. One such instance was through a letter dated 10 January 2005 from Creative Innovations Limited (See Appendix B) requesting the bank to make transfers to various beneficiaries, among them Paolo Sattanino.
The instructions to pay Paolo Sattanino required the bank to remit US$ 90,000 and Euros 19,000 in amounts of less than US$ 10,000 each over consecutive dates. 

Although the value of the transaction is significantly above the US$ 50,000 limit set by CBK for reporting and obtaining supporting documentation from the customer, this seems to have been avoided by splitting the transaction.

The table below illustrates some transfers split under instructions from Creative Innovations in January 2005.  We have traced the transfers to the accounts of Paolo Sattanino; CA 01-800145 and CA 01-600006. The customer instructions appear unusual and may be aimed at ensuring that reporting to CBK does not become necessary. 

	Date
	Beneficiary
	US$
	Account credited

	17-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006 

	18-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	19-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	20-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	21-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	24-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	25-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	26-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	27-Jan-2005
	Paolo Sattanino
	  10,000
	CA 01-600006

	
	Total
	  90,000
	

	
	
	
	

	
	
	Euro
	

	28-Jan-2005
	Paolo Sattanino
	  6,325
	CA 01-800145

	31-Jan-2005
	Paolo Sattanino
	  6,250
	CA 01-800145

	01-Feb-2005
	Paolo Sattanino
	  6,425
	CA 01-800145

	
	Total
	19,000
	


There were other foreign currency payments made out of Creative Innovations Limited account number 01-000009. These payments also indicated possible splitting of amounts as there were several remittances to a single beneficiary on the same date. We have summarised these in Appendix III.
There were other payments of this nature to Paolo Sattanino from the Kingsway Mart Limited account CA 01-000564.

3.4 Insider lending

Our review of lending to directors, their associates, and companies related to the directors revealed breaches to the Banking Act. These breaches are summarised below:

· Lendings to Sanjay R Shah and companies associated with him as on 23 June 2006 stood at 40.5%, exceeding the 20% limit set out under the revised guidelines and under Section 11 of the Banking Act;

· Lendings to Sanjay R Shah and companies associated with him (including his brother, Manoj R Shah) as at 23 June 2006 exceeded the 25% maximum permitted under Section 10 of the Banking Act for any one single borrower;

· The disclosures made to CBK on lending to insiders were incomplete. Since these returns are made by bank officials, the omissions would indicate either negligence or concealment. 
The table below shows the lending to Sanjay Shah and associated entities. We have identified the companies, other entities and individuals associated with him below: 
	Account Name
	A/C No.
	Balance at 23.06.06 Shs
	Association
	Relationship
	%age of core capital

	
	
	
	
	
	

	Creative Innovations Ltd
	01-800842   
	15,102,210 
	Sanjay Shah
	Director / Shareholder
	22.6%

	Creative Innovations Ltd
	01-800848   
	1,291,499 
	Sanjay Shah
	Director / Shareholder
	

	Creative Innovations Ltd
	01-800849   
	1,291,498 
	Sanjay Shah
	Director / Shareholder
	

	Creative Innovations Ltd 
	01-800850   
	15,103,875 
	Sanjay Shah
	Director / Shareholder
	

	Creative Innovations Ltd
	01-000009   
	64,987,278 
	Sanjay Shah
	Director / Shareholder
	

	Hameco Ltd
	01-000014   
	1,954,613 
	Sanjay Shah
	Director / Shareholder
	

	Hameco Ltd
	01-301113   
	230,400 
	Sanjay Shah
	Director / Shareholder
	

	Hameco Ltd
	01-301060   
	12,986,326 
	Sanjay Shah
	Director / Shareholder
	

	Nu Metro (Kenya) Ltd
	01-301028   
	11,526,936 
	Sanjay, Manoj, Mehraz & Hamed
	Director / Shareholder
	

	Nu Metro (Kenya) Ltd
	03-000046   
	4,693,469 
	Sanjay, Manoj, Mehraz & Hamed
	Director / Shareholder
	

	Cottex Manufacturers
	01-000005   
	2,656,272 
	Sanjay Shah
	Director / Shareholder
	

	M. R. & S. R. Shah
	01-000002   
	2,249,992 
	Sanjay Shah, Manoj
	Director / Shareholder
	

	Jamachar (Kenya) Ltd
	01-300975   
	20,994,302 
	Manoj Shah, Nitin Shah
	Director
	17.9%

	Jamachar (Kenya) Ltd
	01-301084   
	4,624,187 
	Manoj Shah, Nitin Shah
	Director
	

	Jamachar (Kenya) Ltd
	01-000156   
	6,879,712 
	Manoj Shah, Nitin Shah
	Director
	

	Kings Investments Ltd.
	01-300685   
	2,000,000 
	Manoj Shah, Nitin shah
	Director
	

	Kingsway Tyres Ltd
	01-000761   
	313,846 
	Manoj, Nitin & Kamal
	Director / Shareholder
	

	Kingsway Tyres Ltd
	01-000109   
	54,942 
	Manoj, Nitin & Kamal
	Director / Shareholder
	

	Kingsway Tyres Ltd
	01-000795   
	3,183,500 
	Manoj, Nitin & Kamal
	Director / Shareholder
	

	Kingsway Tyres Ltd
	01-000426   
	51,644,749 
	Manoj, Nitin & Kamal
	Director / Shareholder
	

	Kingsway Tyres Ltd 
	01-300971   
	16,350,015 
	Manoj, Nitin & Kamal
	Director / Shareholder
	

	Total
	
	240,119,621 
	
	
	

	Core capital at 31 March 2006
	593,069,000 
	
	Total percentage
	40.5%


* The table above has been prepared based on information maintained at the bank.

Based on the above table, the bank has not complied with lending limits for insiders set by the Banking Act and there may have been intentional withholding of necessary information from the CBK. 
We have included Appendix L showing the Insider lending disclosed to CBK as at 31 March 2006. 

Securities for insider lending

Prudential Guideline CBK/PG/02 3.5.2.7 and Section 11 of the Banking Act prohibit directors, chief executive officers and management from granting any advances, loans or credit facilities which are not fully secured to any of its officers, significant shareholders or their associates. We noted instances where loans to officers and their associates were unsecured.

We reviewed documentation of 25 advances identified as relating to insiders and noted the following:

· We noted instances where advances and instalment agreements were not properly documented. The amounts advanced, the instalments due as well as the guarantee indemnities did not bear the names of the borrower, amounts borrowed and the instalments due.

· There were no customer board resolutions for 13 corporate advances whereas for 7 advances, the board resolutions did not have key details such as the date of the resolution.

· 8 advances did not have any securities, whereas 15 advances did not indicate value of the security;

· For 15 of the related party advances, the were no registered charges (legal charges) for the securities provided;

Appendix IV summarises the results of tests carried out with regards to insider lending.

We have included examples of incomplete securities documentation as Appendix C.

4 Transactions with related parties
4.1 Deposits by the directors of the bank and their families

Our review of deposits from directors, shareholders, their associates, and companies related to them revealed that they contributed at least 24% of the total bank’s deposits as at 23 June 2006.
We have noted a number of unusual deposit accounts as discussed further under Section 5.11.1 which are associated with the directors and their families. These may need to be investigated further to confirm that they exist and are accurate.  

The table below summarises deposits by the directors of the bank and their families: 
	Shareholders/directors, families and associates
	Associated deposits Shs

	Sanjay Shah
	             111,843,722 

	Manoj Shah
	               61,572,080 

	Manish Shah
	               15,127,757 

	Nitin Shah
	               14,633,402 

	Mehraz, Hamed Ehsani &  family
	               97,724,859 

	Shah & Ehsani joint accounts
	               94,912,949 

	Atul Shah
	               66,457,008 

	Kingsway Tyres/ Motors/ Properties
	               11,953,265 

	Yellowstone Enterprises Limited
	                4,083,917 

	Nu Metro Kenya Limited
	                   101,000 

	Magnolia
	               37,210,248 

	Hameco
	                     15,420 

	Jamachar Kenya Limited
	                   589,864 

	Market Masters Limited
	                2,085,201 

	Nairobi Mineral Water Co. Limited
	                     22,932 

	Kamal R Shah
	               10,276,970 

	Greenhills Investment Limited
	                   260,651 

	Fresh n Juici Limited
	                1,000,000 

	Nakumatt Holding / Investments
	             174,324,380 

	Total
	                  704,195,625 

	Total Deposits
	          2,942,648,725 

	Percentage
	24%


4.1.1 Accounts operated by the Kingsway group

Kingsway Tyres & Automart Limited, Kingsway Tyres Limited, Kingsway Motors Limited and Kingsway Investments Limited are companies related through common directorships and common shareholding. The companies have operated and still continue to operate numerous accounts with CB. 

The relatively low balances in these accounts as shown in the table below are in contrast to the high turnover experienced within the accounts during the past few years.

The table below summarises the accounts the Kingsway group of companies operated as at 23 June 2006 when the bank was put under statutory manager.
Accounts with credit balances as at 23 June 2006
	Type of Account
	A/c no.
	Currency
	Customer Name
	Balance Shs

	CA 
	01-000007   
	Shs
	Kings Investments Ltd.
	716,445 

	CA 
	01-000008   
	Shs
	Kingsway Properties Ltd
	    603,141 

	CA 
	01-000012   
	Shs
	Kingsway Tyre & Automart Ltd
	36,720 

	CA 
	01-000145   
	Shs
	Kingsway Tyres Ltd, Mombasa Branch
	537,374 

	CA 
	01-000348   
	Shs
	Kingsway Tyres Ltd - Corner Plaza
	468,982 

	CA 
	01-000425   
	Shs
	Kingsway Tyres Ltd( Piranha Centre)
	127,517 

	CA 
	01-000560   
	Shs
	Kingsway Tyres Ltd -Village Market
	78,896 

	CA 
	01-000673   
	Shs
	Kingsway Tyres Ltd - Downtown
	214,672 

	CA 
	01-000690   
	Shs
	Kingsway Tyres Ltd-Classic Tyre Centre
	227,816 

	CA 
	01-000777   
	Shs
	Kingsway Tyres Ltd - Nakuru
	59,535

	CA 
	01-000794   
	Shs
	Kingsway Tyres Ltd - U - W -Branch
	1,931,663

	CA 
	02-000717   
	Shs
	Kingsway Tyres Limited-Petty Cash A/C
	63,320 

	CA 
	09-000004   
	Shs
	Kingsway Tyres Kisumu
	304,919 

	CA 
	10-000130   
	Shs
	Kingsgate Enterprises Ltd
	10,500 

	FD 
	01-205388   
	Shs
	Kingsway Tyre & Automart Ltd
	117,942 

	FD 
	01-205475   
	Shs
	Kingsway Motors (K) Ltd
	3,023,602 

	FD 
	01-205479   
	Shs
	Kingsway Tyre & Automart Ltd
	3,024,854 

	CA 
	01-600182   
	US$
	Kingsway Tyres Ltd-University Way Branch
	 USD 13,498 

	CA 
	01-700226
	GBP
	Kingsway Tyres Ltd-University Way Branch
	GBP 1,000


Accounts with debit balances as at 23 June 2006
	Type of 
Account
	A/c no.
	Currency
	Customer Name
	Balance  Shs

	CA 
	01-000109   
	Shs
	Kingsway Tyres Limited(Funzi Rd)
	54,942 

	CA 
	01-000426   
	Shs
	Kingsway Tyres Ltd(University Way)
	51,644,749 

	CA 
	01-000761   
	Shs
	Kingsway Tyres Limited - Eldoret
	313,846 

	CA 
	01-000795   
	Shs
	Kingsway Tyres Ltd- Recovery A/C
	3,183,500 

	LN 
	01-300685   
	Shs
	Kings Investments Ltd.
	2,000,000 

	LN 
	01-300971   
	Shs
	Kingsway Tyres Ltd-University Way Branch
	16,350,015 

	
	
	
	Total advances
	73,547,052 


The turnovers of three accounts which were sampled for detailed review are summarised below;

	A/c no.
	Customer Name
	Type
	Debit turnover since opening of account Shs 
	Date account was opened
	Balance at 23-Jun-06

	01-000564
	Kingsway Mart Limited
	CA
	1,800,000,000
	2-April-2004
	Closed

	01-000426
	Kingsway Tyres Limited
	CA
	2,943,610,545
	6-May-2003
	(51,644,749)

	01-000012
	Kingsway Tyres & Automart Ltd
	CA
	3,923,881,639*
	Prior to 1999
	36,720


* Turnover relates to the period from 1 January 1999 to 23 June 2006. 

As noted in Section 5.5 of this report, our review of transactions in the three accounts above indicated unusual transactions for which we recommend further investigation.  In addition, further investigations are recommended to establish whether a relationship exists between the level of turnover in the bank accounts above and the revenue turnover reflected in the statutory accounts of these companies.

4.1.2 Nakumatt Holdings Limited - CA 01-000085

Nakumatt Holdings maintained three accounts as at 23 June 2006; a call deposit account, a US$ current account and a shilling current account. The shilling current account CA 01-000085 was the most active. 

The review of this account showed very substantial credits on a regular basis. We understood from enquiry with management that the practice is for Nakumatt to deposit its collections into its Barclays accounts and then transfer to CB those funds required to settle suppliers’ liabilities. We however noted the following matters that appeared unusual and which require further investigation:

i) We noted that during the period between May 2003 and October 2003, an amount of Shs 3.6 million was transferred to the Prajapati account on a weekly basis. There were 22 such transfers totalling Shs 79.2 million for which no supporting documentation was available as these were said to have been destroyed in a fire in September 2004. The transfers have been summarised in the table below:

	Date
	Description per account
	Cheque No.
	Shs

	2-May-03
	Chq S. Prajapati Pd
	169265
	3,600,000 

	9-May-03
	Chq. Sailesh Pd
	169266
	3,600,000 

	16-May-03
	Chq Sailesh
	169267
	3,600,000 

	23-May-03
	Chq. Sailesh Prajapati
	169268
	3,600,000 

	30-May-03
	Chq. Sailesh Prajapati
	169269
	3,600,000 

	6-Jun-03
	Chq Sailesh Pd
	169270
	3,600,000 

	13-Jun-03
	Chq S. Prajapati Pd
	169271
	3,600,000 

	20-Jun-03
	Ch Q S. Prajapati Pd
	169272
	3,600,000 

	4-Jul-03
	Chq S. Prajapati Pd
	169273
	3,600,000 

	11-Jul-03
	Chq Sailesh P Pd
	169274
	3,600,000 

	18-Jul-03
	Chq Sailesh P Pd
	169275
	3,600,000 

	25-Jul-03
	Chq Sailesh Pd
	169276
	3,600,000 

	1-Aug-03
	Chq Sailes Pd
	169277
	3,600,000 

	8-Aug-03
	Chq Sailesh Pd
	169278
	3,600,000 

	15-Aug-03
	Chq S. Prajapati Pd
	169279
	3,600,000 

	22-Aug-03
	Chq Sailesh Pd
	169280
	3,600,000 

	29-Aug-03
	Chq Sailesh P Pd
	169281
	3,600,000 

	5-Sep-03
	Chq  Sailesh P Pd
	169282
	3,600,000 

	12-Sep-03
	Sailesh P Pd
	169283
	3,600,000 

	19-Sep-03
	Chq Sailesh P Pd
	169284
	3,600,000 

	3-Oct-03
	Chq  Sailesh  P  Pd
	169285
	3,600,000 

	13-Oct-03
	Chq S. Prajapati Pd
	169286
	3,600,000 


ii) We also noted that in December of the same year, large transfers were made to the Prajapati account from the Nakumatt account for which no support was provided. These are as per the table below:
	Date
	Description
	 Shs

	29-Dec-2003
	Trf CA 01-000148
	30,000,000

	30-Dec-2003
	Trf CA 01-000148
	20,000,000


iii) On 20 December 2005, a single debit transfer of Shs 120 million was made from the Sundry Creditors account SC 01-600000 to the Nakumatt account CA 01-000085. On the same day, another debit transfer of Shs 12 million was made. No support was provided for these transactions. These are shown in the table below:

	Date
	Description 
	Shs

	20-Jan-05
	chq no. 000540 Nakumatt Holdings
	   12,000,000 

	20-Jan-05
	chq no. 001261 Nakumatt Holdings
	 120,000,000 


iv) We noted a cheque of Shs 6 million which was signed by one signatory contrary to the mandates documented. The cheque used to make this withdrawal had alterations on its face that were not counter-signed. The alterations related to blotting out the name of the account on the face of the cheque as well as the account number and replacing them with Nakumatt details. We have included a copy of this cheque as Appendix D.
v) There were regular payments to the Fresh an Juici account of Shs 6.5 million on a regular basis for which we did not see any standing instructions. Between April 2005 and April 2006, Shs 286 million had been transferred in this manner.
We have classified these transactions as unusual and requiring further investigation as it is not clear what the bases of the transactions are, or because we identified irregularities in the accounts to/ from where payments were made. 

4.1.3 Greenhills Investments Limited

The company has an active current account whose directors include Manish and Manoj Shah who are brothers to the bank’s managing director, Sanjay Shah. Other directors are Mehraz Ehsani and Hamed Ehsani both of whom are also directors of the bank.  The company is involved in property business and other financial assets, and we understand it owns the Village Market Complex in Gigiri, Nairobi. 

There were several large or unusual transactions, in respect of which we were not provided with appropriate supporting documents, as summarised below.
	Date
	Ref
	Description
	Shs

	24/09/2002
	
	Misc. Credit
	42,945,000

	24/12/2002
	
	TRF to Abbas Ehsani
	(98,000,000)

	30/12/2002
	27340
	Local Cheque Deposit
	98,000,000

	19/08/2003
	
	CHQ 2259 Sent for Clearing Re
	25,000,000

	29/11/2003
	
	Trf CFC bank
	90,000,000

	11/05/2006
	1
	Local Cheque Deposit
	33,000,000

	01/09/2003
	
	Cash Paid
	(5,000,000)

	17/11/2003
	
	Cash withdrawal
	(4,500,000)

	22/12/2003
	
	Cash withdrawal
	(4,500,000)

	22/12/2003
	
	Cash withdrawal
	(5,500,000)

	23/12/2003
	
	Cash Trf
	(6,200,000)

	23/12/2003
	
	Cash Trf
	(7,500,000)

	08/01/2004
	
	Cash withdrawal
	(5,000,000)

	09/02/2004
	
	Cash Withdrawal
	(5,000,000)


4.1.4 Lions Club of Ethiopia CA 01-600173

Documents provided showed that Lion Club of Ethiopia opened an account with the bank on 20 April 2004. As per the documents, the customer was introduced by Mr Manoj Shah. The following gaps were identified:

· The documentation relating to the opening of the account was incomplete as there were no resolutions by the trustees (or equivalent) of Lions Club of Ethiopia to open the account

· We noted a transfer of GBP 400 from this account to Miss Priyum Shah (National Westminster Bank Plc), a daughter of Manoj Shah. See Appendix E for the details.
· We noted a payment of US$ 30,200 paid in cash to Helen Kadri Bandi - ID 13370468 on 19 May 2006. The payment instructions were not in the institution's letterhead but rather comprised an invoice from Medisel (K) Ltd. On 15 June 2006, another US$ 10,000 was paid to Eunice Wairimu Wambugu - ID 9256544 without instructions from Lion Club of Ethiopia.

We sampled a few transactions from the account to check whether they were properly supported:

	Date
	Transaction Description
	USD
	Work Done

	
	
	DR/ (CR)
	

	20-May-05
	Chq No. 13371
	        (39,033)
	No supporting document availed

	25-May-05
	Transfer
	         38,500 
	Transfer to CA 610 which belongs to Lions club of Ethiopia. Seen instructions signed by Zaida Sadik to sell the dollars @Ksh 76/$

	21-Jun-05
	BCHQ 60 issued
	         20,000 
	Seen instructions dated 20 Jun 05 to prepare a draft to Medisel Ltd as payment for purchase of medicine. The invoices are dated February 2005 and total to Ksh 13M

	28-Nov-05
	Transfer
	         10,000 
	No supporting document availed

	29-Nov-05
	Transfer
	         50,000 
	No supporting document availed

	2-May-06
	Chq no. 14644 realised
	      (116,633)
	No supporting document availed

	19-Jun-06
	Bchq 330 issued
	       100,000 
	No supporting document availed

	22-Jun-06
	TTFX 4181 Rem
	741.23
	This related to TT4181 from Lions Club of Ethiopia to transfer GBP 400 to Miss Priyum Shah (National Westminster Bank Plc) 


5 Unusual transactions and accounts which indicate abnormal operation of the bank

5.1 Cash transactions

We noted that the bank had customers who were making withdrawals in cash that we considered to be high and/ or unusual. These transactions appeared to have no commercial substance as these customers would deposit material sums described as cash deposits which would be followed by full withdrawals on the same day. 

The transactions were considered unusual due to the following:

· The cash withdrawals were high, averaging Shs 1 million

· Some of the accounts operated almost entirely on a cash basis for both deposits and withdrawals

· The accounts had very high activity on some particular days during which large sums of money would be deposited and withdrawn

The table below shows some of the accounts that exhibited the above characteristics. There are numerous other accounts with such transactions which are described in the following sub-sections.

	Account Name
	Account No. 
	Account Type

	Kingsway Tyres Ltd- Recovery A/C
	01-000795   
	CA 

	M. R. & S. R. Shah
	01-000002   
	CA 

	Nisha & Pushpa Shah
	01-100149   
	SB 

	Kitek (7) Ltd, Kahawa
	01-000396   
	CA 

	Mitesh & Manish N Shah
	01-100009   
	SB 

	Meshack Ngare Ondieki
	04-000006   
	CA 

	Naina Manish Shah
	01-100416 
	SB 

	Pacific Systems Ltd
	01-000207   
	CA 


5.2 Webs of related accounts

5.2.1 Companies related by transaction

During our review of customer accounts, we noted accounts that have similar patterns of transactions.

These accounts include:

	Account Name
	Account No.
	
	Account Name
	Account No.

	Fones Direct
	CA 01-000461
	
	Capricorn SRL
	FX 01-400093/ 8

	Phones Direct
	CA -1-000515
	
	Creative Innovations
	CA 01-000009

	Intra Market Trading
	CA 01-000420
	
	Kingsway Mart limited
	CA 01-000564

	Panorama Imports
	CA 01-000518
	
	Paolo Sattanino
	01-400145, 

01-800145, 

01-400006 &

 01-600006

	Brand Imports
	CA 01-000167/613
	
	Paul Mburu
	02-000463

	Triton Petroleum
	CA 01-000352
	
	Cargo Distributors
	02-000540

	Cashline Forex Bureau 
	CA 05-000014
	
	
	


Transactions in these accounts have pointed to payments of cash that ends up in either Paolo Sattanino’s account or at Paramount Bank Limited. These payments are summarised as follows:

· The transactions in these accounts indicate that cash is paid from the Fones Direct & Phones Direct accounts into Intra Market Trading. From this account, the cash is then transferred to Cashline Forex Bureau. The bureau then makes a transfer to Paramount Bank Limited;

· Brand Imports, Triton Petroleum, and Panorama Imports make transfers to Cashline Forex Bureau account before it is transferred to Paramount Bank Limited. Brand Imports also makes transfers to the Capricorn account;

· Kingsway makes payments to Paul Mburu who then makes transfers to Cargo Distributors who in turn makes a transfer to Paolo Sattanino. Kingsway also makes direct transfers into the Paolo Sattanino account;

· Creative Innovations makes payments to both the Paolo Sattanino and the Capricorn accounts;

The credit balances in the Paolo Sattanino and Capricorn accounts are then transferred out of the country through telegraphic transfers without supporting documents other than e-mail correspondence from Paolo Sattanino. Some of the beneficiaries to which these funds are transferred include the following:

i) Ettore Longo in Italy
ii) Hilda in Italy
iii) Tradex SRL

iv) Capricorn SRL

v) Parmex Limited directly or through Paolo Sattanino

vi) Others are Abdi and J Nyaga

Further investigations are required to understand why these funds are transferred and who the ultimate beneficiaries are.

See Appendix V for further description of these relations.

5.2.2  Paolo Sattanino CA 01-600006, 01-800145, 01-700154 and FX 01-400006, 01-400145, 01-400154

Paolo Sattanino, based in Italy, is a customer of the bank who, over the years, has operated a number of accounts at the bank. Paolo Sattanino’s account opening forms were not made available for our review. We however noted that the accounts under this name received funds from other customers of the bank. The account was credited on a regular basis with funds from various customer accounts. 

We noted the following anomalies in regard to this account:

· A number of companies and individuals such as Creative Innovations Limited, Brand Imports Limited, Aua Industria Limited and Suresh Shah regularly transfer funds to Paolo Sattanino and Capricorn SRL accounts in lots of US$ 10,000 or Euro equivalent. Refer to Section 3.3 for examples with regards to transaction splitting.

· There was e-mail correspondence from Paolo Sattanino directing the bank to transfer money through telegraphic transfers outside the country. The transfers were not supported by relevant documentation as required for transfers whose value is above US$ 10,000. Refer to Appendix VI for money transferred from Paolo Sattanino’s accounts.
· We noted instances where Paolo gave instructions to the bank to transfer funds but to indicate the remitter as a different entity or individual. This would amount to falsifications of the declarations made and the bank would be guilty of facilitating false declarations. For some of these transfers, the TT confirmations supporting the transactions were not made available. These have also been summarised as part of Appendix VI. 
· There are indications of possible account splitting to avoid providing documentation in support of the transactions by ensuring that the values were at US$ 10,000 or less.
· For some of the sampled transactions in the Paolo Sattanino accounts, customer instructions were not provided for our review. These have also been summarised in Appendix VI. 

We have included some e-mail correspondences in respect of these accounts under Appendix F. 

5.2.3 Dilpun Shah Group

During the course of our work, we noted various accounts that appeared to be operated by one person. There were transactions in these accounts that linked them to a certain Dilpun Shah. A number of payments made from these accounts related to overseas payments through the accounts of Paolo Sattanino. 

The deposit slips into these accounts appeared to share the same handwriting pointing to the possibility that these accounts were being operated by one person or by a small group of people. See Appendix G.
We have reviewed transactions in the accounts that appear related and have presented the accounts graphically below:
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5.3 Odesys Enterprises account CA 01-000740

Odesys Enterprises is a sole proprietorship account that was opened by a Mr. Felix Odemba Nabuko whose address was indicated as P.O. Box 25 Butere, Maramba, Shibembe. The account was opened on 25 Aug 2005 and the account opening forms contain no details regarding his business. 

The account opening forms indicate that Felix was introduced to the bank by an existing customer of the bank, a Mr. Dilpun Shah. Our reviews revealed that Dilpun is a director of Brand Imports, Fones Direct and Phones Express all of whom had accounts at the bank as at 23 June 2006. 

Over the 10 months’ period to 23 June 2006, the account’s turnover was Shs 554,842,767 debits and Shs 566,256,592 credits. The account also had significant cash deposits accompanied by withdrawals of similar amounts on the same day. These transactions appear to have no commercial rationale and are inconsistent with a business operating from Butere.  The following matters were noted:

· The turnover is high for a trader in Butere and the account needs to be investigated further for tax compliance;

· A majority of the transactions are in cash which is unusual especially for a business in Butere, in Western province where the bank has no branch operations;
· There were significant cash payments on particular dates, pointing to the possibility that the account was being used for other purposes. 

The table below shows a sample of some of the transactions recorded in the account showing cash receipts and payments.
Account CA 01- 000740 in the name of Odesys Enterprises

	Date
	Reference
	Description as per the customer statement 
	Shs

	
	
	
	Dr/ (CR)

	19/09/2005
	0
	Cash pd chq 3586
	3,470,250

	19/09/2005
	0
	Cash recd
	(6,001,125)

	26/09/2005
	3589


	Cash pd
	3,360,000

	26/09/2005
	3588
	Cash pd
	4,000,000

	26/09/2005
	3587
	Cash pd
	4,367,400

	26/09/2005
	0
	Cash recd
	(6,070,300)

	03/10/2005
	0
	Cash recd
	(3,612,550)

	03/10/2005
	0
	Cash paid chq no. 000
	4,842,500

	12/01/2005
	0
	Cash pd
	10,060,000

	16/01/2006
	0
	Cash pd
	4,090,000

	16/01/2006


	0
	Cash pd
	4,700,000

	16/01/2006
	0
	Cash pd
	5,475,000

	16/01/2006
	0
	Cash pd
	5,475,000

	17/01/2006
	
	Trf chq dep
	(3,330,500)

	17/01/2006
	
	Trf chq dep
	(4,326,325)

	17/01/2006
	
	Trf chq dep
	(4,464,890)

	09/02/2006
	84
	Cash pd
	4,033,000

	09/02/2006
	82
	Cash pd
	4,500,000

	09/02/2006
	83
	Cash pd
	4,600,393

	06/03/2006
	
	Trf chq dep
	(4,273,000)

	06/03/2006
	
	Trf chq dep
	(4,273,750)

	20/04/2006
	0
	Cash pd
	7,200,000

	29/05/2006
	
	Cash pd chq no. 
	3,005,000

	29/05/2006
	
	Cash pd chq no. 
	3,900,000

	29/05/2006
	
	Cash pd chq no. 
	4,090,000


5.4 Use of sundry creditors account 

The bank maintains a sundry creditors account in its general ledger. A review of this account indicates that it is used for various kinds of transactions. These include the following

· Call and fixed deposits, once matured are credited into this account before being paid out to depositors;

· Upcountry cheques are also posted through this account until they clear at which point they are posted into the customer account;

· Cash transfers from branches to the head office are also posted into this account

· We have also noted instances where transactions described as ‘cash withdrawal’ were traced to this account pointing to the possibility that there were no actual cash withdrawals.

The first three transaction types above would be normal in a sundry creditors / clearing account, where amounts are expected to clear within a short period.  However, our concern is that this account may be used to mask other transactions, in particular transfers between customer accounts.  From the above, we propose that any further investigation should also include a detailed review of this account to establish the nature of transactions recorded in it. 

5.4.1 Sailesh Prajapati – Account CA 01 -000148

The account was opened on 8 January 1999 and closed on 2 August 2004. There are no account opening forms and there were no details of the mandates to operate the account within the banking system. We were therefore unable to establish the background details relating to this account. 

During this period, the account debit turnover was Shs 2.2 billion. We were also not able to establish the signing mandates on the account because the transaction records were not made available. From our detailed review of the account, we noted some transactions we considered unusual as described below. 

i) Amounts debited into this account as ‘cash withdrawals’ were traced to the Sundry creditors account No. 01-600000 in the general ledger. Cash may have never left the bank although the entries in the account are described as if cash was paid out;
ii) Numerous transactions of exactly the same amounts. There were over 1,300 cash deposits of Shs 1 million each out of 1,570 total credits during the period. Of the remaining credits, Shs 105 million was received from Nakumatt in 28 equal transactions of Shs 3.76 million each;
iii) Other unusual transactions were made of what was described as loan proceeds from other accounts whose relationship with the Prajapati account we were not able to confirm. 

iv) All the Shs 1 million deposits mentioned above were in cash, which is unusual for a trading account. 
v) The account has numerous credits described as cash receipts. Based on the ‘cash withdrawals’ traced to the sundry creditors account, the ‘cash receipts’ may also not relate to actual cash received.

 The table below shows some of the credits into the account described as ‘loan proceeds’ and which may require further investigations.

	Date
	Description
	Shs

	28/11/2003
	Loan proceeds From Ln 651
	20,000,000

	10/03/2003
	Loan proceeds Ln 530
	7,000,000

	10/03/2003
	Loan proceeds Ln 529
	20,000,000

	11/03/2003
	Loan proceed Simon W.Ln 531
	5,000,000

	11/03/2003
	Loan proceed J Mishra Ln 532
	15,000,000

	12/03/2003
	Loan proceed Ibrahim Gacwe
	8,000,000

	12/03/2003
	Loan proceed Subas Shas-3005
	25,000,000

	10/06/1999
	***Loan advance Tfr: Ln-01-300092
	15,000,000

	25/01/1999
	To cash
	16,000,000

	29/12/2003
	Cash withdrawal
	3,389,743

	29/12/2003
	Cash withdrawal
	6,462,429

	29/12/2003
	Cash withdrawal
	7,119,805

	29/12/2003
	Cash withdrawal
	10,882,629

	12/03/2003
	Cash withdrawal
	11,000,000

	11/03/2003
	Cash withdrawal
	14,500,000


Transacting business in cash throughout the history of the account is considered unusual. We recommend that further investigations are carried out.

A review of the sundry creditors account however shows entries described as reversals for some of these transactions. These ‘reversals’ however are not reflected on the Sailesh account pointing to the possibility that the descriptions are misleading.  

The table below contains examples of such entries in the Sailesh Prajapati account as traced to the sundry creditors’ account:

	Date
	Shs 
	Description

	29-Dec-2003
	24,464,864
	These amounts have been traced to the Sailesh Prajapati account CA 01-000148 as ‘cash withdrawals’. 

	30-Dec-2003
	16,016,000
	

	05-Feb-2004
	7,358,000
	

	27-Feb-2004
	3,693,562
	

	02-Mar-2004
	2,990,625
	

	05-Feb-2004
	7,358,000
	

	16-Aprl-2004
	4,215,000
	

	28-May-2004
	5,072,000
	

	01-Jul-2004
	5,358,000
	

	14-Jul-2004
	16,811,080
	

	24-Aprl-2004
	6,586,000
	This amount per the Sundry creditors account was Shs 500,000 less. 

	26-May-2004
	5,658,000
	This amount per the Sundry creditors account. was Shs 1 million less at Shs 4,658,000. 


5.5 Unusual loan accounts

5.5.1 Parmex Limited

The company’s account opening forms indicated that the company was incorporated in England.  However, the mailing address was marked as PO Box 25172 Dubai, U.A.E c/o Parmar Gen Trading Co. The details of the company’s introduction to the bank to facilitate the account opening were not clear as the forms were simply marked ‘known to the bank’. 

During August 2004, the company obtained a loan LN 01-300793 of Shs 23 million. This loan was repaid within 2 months as per the details in the table below:

	Date
	Transaction
	Shs
	Work done

	
	
	
	

	27-Aug-04
	Loan proceeds
	23,000,000 
	Advance file requested but not provided.

	14-Oct-04
	Instalment
	(4,000,000)
	We traced the debits in the Sundry creditors account no. SC 01-600000. The credits in the sundry creditors account have ‘cash received’ as the description. Both the debits and the credits were on the same day.

	18-Oct-04
	Instalment
	(4,000,000)
	

	21-Oct-04
	Instalment
	(4,000,000)
	

	25-Oct-04
	Instalment
	(4,000,000)
	

	27-Oct-04
	Instalment
	(4,000,000)
	

	5-Nov-04
	Instalment
	(3,282,030)
	


We recommend this account for further investigations due to the following reasons:

i) We traced the corresponding entries of the instalment repayments to the sundry creditors account no. SC 01-600000. This is considered unusual since repayments would either be cash/cheque deposits or transfers from another of the customer’s accounts. 

ii) We traced the movement of the above instalments to the Kingsway Mart Limited account CA 01-000564 from where transfers were made to the Sundry creditors account SC 01-600000.

iii) The unusually speedy repayments of the loan raise queries as to the source of the cash since loans are generally repaid over a longer period of time. This is especially so if taken in the context of the credits coming from the sundry creditors account to clear the loan.

iv) The loan agreements and other correspondences with this customer were not made available to us.
We have also noted that in August 2004, the Parmex current account CA 01-000193 received a credit of Shs 23 million from the loan account LN 01-300793 discussed above. Within four days of this receipt, Shs 22.7 million was debited from this account and described as ‘cash paid’. No supporting documents were made available by the time of writing this report.

We have summarised these transactions in the table below:
	Date
	Transaction
	 Shs
	Work done

	
	
	
	

	27-Aug-04
	Loan proceeds
	(23,000,000) 
	Received from LN 01-300793

	27-Aug-04
	Cash paid
	6,110,636
	No supporting documentation were made available. 

	30-Aug-04
	Cash paid
	1,000,000
	

	30-Aug-04
	Cash paid
	7,000,000
	

	31-Aug-04
	Cash paid
	8,569,744
	


5.6 Large transactions and inward and outward telegraphic transfers which are unsupported

We have reviewed the general ledger nostro accounts as well as those recorded in customer account statements with a view of establishing the nature of large transactions recorded and ascertaining whether large foreign currency transactions were reported to CBK. From this review, we noted the following matters:
5.6.1 Crucial Properties Limited

Crucial Properties Limited is a company incorporated in Kenya. As per the documents reviewed, the company is described as having interest in property business. Although, the company has maintained bank accounts since January 2001, the account opening forms were dated 24 April 2006. The mandates to operate the accounts give Humphrey Kariuki as the only signatory. 

The board resolutions authorising the company to operate an account at CB was dated 24 April 2006. The resolution referred to A/C CA 01-000300 and CA 01-600067, which are accounts in the name of Crucial Properties Limited. However, there was no mention of A/C FX 01-400067 and FX 01-400070 which were also in the name of the company, but have since been closed. 

5.6.1.1 Crucial Properties Limited - A/C No. FX01-400067

This account was opened and operated in 2001 during which period there was a large credit of Shs 1.9 billion. These funds were then transferred or paid out between January and May 2001. As at the time of writing this report, supporting documents had not been made available for our review. The details of these transactions have been captured in the table below:

Since no documentation was availed for these transactions, we could not verify the payments neither could we confirm that these were reported to CBK. We understand that these documents were lost in a fire in September 2004
	Date
	Transaction Description
	 Shs
	Work Done

	
	
	DR/ (CR)
	

	19 Jan 2001
	TT US$ 24,998,785 – Temuco Foundation
	(1,949,905,230)
	No supporting documentation availed for the transaction

	22 Jan 2001
	TTFX 1044
	37,052,028
	

	26 Jan 2001
	Cash Paid
	7,878,000
	

	27 Jan 2001
	Converted to Shs
	7,842,822
	

	03 Feb 2001
	Amount transferred to Crucial Property A/C no 2
	390,000,000
	Amount transferred to Crucial Property A/C no. 2 (FX 01-400070)

	25 April 2001
	Revaluation – April 2001 (77.5)
	9,602,020
	Revaluation of Kenya Shilling to ensure that the US Dollar equivalent is maintained. 

	10 May 2001
	Demand Drafts 1545-1569
	  1,418,250,001
	The amount relates to demand drafts issued for US$ 18,300,000. However, no supporting documentation availed for the transaction.  Please also refer to section 5.6.1.4 below.

	11 May 2001
	Transfer of US$ 700,000 to A/C CA 01-000300
	54,600,000
	Transfer of US$ 700,000 to current A/C CA 01-000300.


5.6.1.2 Crucial Properties Limited A/C 2 – A/C FX 01-400070

This account was opened in February 2001 and operated for 3 weeks after which it became dormant until its closure in April 2004. The account received a single credit of Shs 390 million from account Fx 01-400067 (see 5.6.1.1 above). 

Within three days of receipt of this cash, Shs 312 million was transferred to a lawyer’s account, Kariuki Muigua & Co Advocates Client Account 2. (see 5.6.2.2 below).

Since no documentation was availed for these transactions, we could not verify the payments neither could we confirm that these were reported to CBK. 
The table below analyses the main transactions in this account:
	Date
	Transaction Description
	DR/ (CR) Shs
	Work Done

	03 Feb 2001
	Amount transferred from A/C 01-400067
	(390,000,000)
	Amount transferred from A/C FX 01-400067

	03 Feb 2001
	Various DDs
	          21,672,096 
	Issue of various demand drafts. However, no supporting documentation availed for the transaction.

	06 Feb 2001
	Transfer to CA 01-000300
	3,872,500
	Amount transferred to CA 01-000300

	06 Feb 2001
	To Kariuki Muigua Client account
	312,000,000
	Amount transferred to Kariuki Muigua Client A/C No.2 (A/C FX 01-400069)

	13 Feb 2001
	Sale of US$ 500,000
	39,000,000
	Sale of US$ 500,000/-. However, no supporting documentation availed for the transaction.


5.6.1.3 Crucial Properties Limited A/C 2 – A/C CA -01-000300

This account was opened in February 2001 and turned dormant after May 2001. The credits into this account seem to have originated from the Shs 1.9 billion account. The table below shows how the cash was paid out to various parties. 

Since no documentation was availed for these transactions, we could not verify the payments neither could we confirm that these were reported to CBK. 

	Date
	Transaction Description
	 Shs
	Work Done

	
	
	DR/ (CR)
	

	06 Feb 2001
	US$ 50,000 from FX 01-400070 
	(3,872,500)
	Amount transferred from CA 01-000300

	13 Feb 2001
	B/CQ favouring V.K. Constructions
	2,500,000
	No supporting documents availed to us. We understand that these documents were lost in a fire in September 2004. 


	13 Feb 2001
	B/CQ favouring Greencorner Restaurant
	3,000,000
	

	13 Feb 2001
	B/CQ favouring Wines of the World
	35,000,000
	

	13 Feb 2001
	US$ 500,000 @ 77.50
	(38,750,000)
	This looks like the same transaction in A/C FX 01-400070 but at an exchange rate of US$ 77.50 instead of US$ 78

	19 Feb 2001
	Cashed Cheques
	7,890,000
	No supporting documents availed. We understand that these documents were lost in a fire in September 2004. 


	19 Feb 2001
	DD1486 CXD & Bal 101,746
	(7,925,988)
	

	11 May 2001
	B/CHQ G K Williams (Various)
	24,000,000
	

	11 May 2001
	B/CHQ Airline Supplies
	23,100,000
	

	11 May 2001
	B/CHQ Green Corner Restaurant 
	3,000,000
	

	11 May 2001
	B/CHQ Kariuki Muigua 
	3,000,000
	

	11 May 2001
	US$ 700,000
	(54,600,000)
	Transfer of US$ 700,000 from FX 01-400067


We recommend further investigations of these transactions as they are large and unusual and we could not obtain supporting documents for them. 

5.6.1.4 Proceeds from drafts (Accounts FX 01-400087, FX 01-400086 & FX 01-400090)

As noted in the preceding paragraphs on the Crucial Properties Limited accounts, some significant amounts were paid out of these accounts in the form of demand drafts,  We did not obtain details of who the beneficiaries were.  However, we have noted that some new accounts were opened and credited with amounts described as ‘proceeds of draft’ just about 6 months after the demand drafts totalling Shs 1.4 billion were paid out of the Crucial Properties Limited account No. FX 01-400067. The payments of Shs 1.4 billion in the Crucial Properties account had been described as demand drafts, ‘DD’s. 

We have summarised three such accounts that we identified in the table below. The entries in these accounts are described as “proceeds from draft” and the amounts are almost equal to some of the drafts issued against the Crucial Properties account.  
	Account name

	Account No. 
	Date account credited
	Amount 

Credited Shs

	Wellen International Ltd
	01-400087
	07-Nov-2001
	69,389,310

	Wellen International Ltd
	01-400090
	10-Dec-2001
	160,172,353

	Wallance Holdings Limited
	01-400086
	07-Nov-2001
	54,572,546


We note the following in respect of these accounts:

· There are no supporting documents for the transactions as the documents are said to have been lost in a fire of September 2004.

· These accounts were opened and closed within a short time indicating that they were operated to achieve some particular purpose;

· The amounts are almost equivalent in value to some individual drafts paid out of the Crucial Properties Limited account No. FX 01-400067 in May 2001,, although we have not been able to match them due to lack of  supporting documentation. 
It is therefore possible that the payments to these accounts relate to the drafts issued out of the Crucial Properties Limited account.  We therefore recommend that these accounts be further investigated and that other accounts opened and operated around November 2001 be included as part of these investigations.
5.6.2 Kariuki Muigua & Co Advocates 

5.6.2.1 Kariuki Muigua & Co Advocates (Clients a/c) – CA 01-000563

During the months of October and November 2005, this account was unusually active and received huge credits described as cash. 

	‘Cash’ received into this account

	
	
	
	
	

	
	26-Sep-05
	28-Sep-05
	29-Sep-05
	26-Oct-05

	Receipts in Shs
	  127,000,000 
	  70,000,000 
	  226,000,000 
	  87,000,000 


	Payments in Shs out of this account as per the customer account statement

	Kwikfit Tyres Ltd
	    40,486,555 
	  21,751,200 
	    79,891,600 
	  28,450,400 

	Kirkby Tyres Ltd
	    40,854,700 
	  19,921,100 
	    78,912,400 
	  31,400,000 

	Yellowstone Ltd
	    14,465,850 
	  22,720,700 
	    61,306,000 
	  18,175,500 

	Yellowstone Enterprises
	    18,745,300 
	-
	-
	    8,974,600 

	K/way
	-
	-
	      7,800,000 
	-

	Port Florence Forwarders
	      4,482,080 
	-
	-
	-

	Jubilee Tyres Ltd
	      7,128,305 
	-
	-
	-

	
	
	
	
	

	Subtotals
	  126,162,790 
	  64,393,000 
	  227,910,000 
	  87,000,500 


We have noted that during the dates above, there were transactions of similar amounts to the receipts above in account CA 01-000426 of Kingsway. The transactions may therefore have been transfers between the two accounts. The supporting documentations were not made available. See Section 5.6.3.2 below. 

5.6.2.2 Kariuki Muigua & Co Clients A/C No. 2 – A/C FX 01-400069

This account was opened, operated and closed within 1 week in February 2001. The main transaction related to a transfer of Shs 312 million from another account within the bank belonging to Crucial Properties Limited A/C 2 (See Section 5.6.1.2 of the report above)

	Date
	Transaction Description
	 Shs
	Work Done

	06 Feb 2001
	US$ 4m from A/C FX 01-400070
	(312,000,000)
	Amount transferred from A/C FX 01-400070.

	12 Feb 2001
	Sale of US$ 300,000 to cash
	23,400,000
	No supporting documents availed. We understand that these documents were lost in a fire in September 2004. We have traced transactions on the same day that are similar to the Kariuki Muigua & Co Clients a/c CA 01-000091. 

	12 Feb 2001
	Sale of US$ 300,000 to cash
	23,400,000
	

	13 Feb 2001
	Sale of US$ 3,400,000
	265,200,000
	


As shown above, the amounts received were then paid out within two days. No documentation was availed in support of these transactions,See Further work in 5.6.2.3 below: 

Further investigations are recommended to establish the nature of these transactions.
5.6.2.3 Kariuki Muigua & Co Clients A/C – CA  01-000091
This account was opened on 6 August 1998 and is still in operation. We noted transactions on the same day as those recorded in Section 5.6.2.2 above indicating that funds were withdrawn from account FX 01-400069. These funds were credited into this account and details are as shown in the table below:

	Date
	Description
	DR/ (CR) Shs 

	12-Feb-01
	Sale of USD 300,000 @ 77.80 from FX69
	     (23,340,000)

	12-Feb-01
	Sale of USD 300,000 @ 77.85 from FX69
	     (23,355,000)

	12-Feb-01
	Cash Withdrawal
	          7,515,000 

	12-Feb-01
	B/Chq FVG Kariuki Muigua A/C
	        15,000,000 

	13-Feb-01
	USD 3,400,000 @ Shs 77.50
	(263,500,000)

	13-Feb-01
	Cash Withdrawal
	         18,125,000 

	13-Feb-01
	B/Chq FVG Kariuki Muigua A/C (3531,3538,3532,3533)
	  128,000,000 

	13-Feb-01
	B/Chq FVG G K Williams (3536 & 3537)
	  50,000,000 

	13-Feb-01
	B/Chq FVG Crescent Constructions (3529 & 3530)
	80,000,000 

	22-Feb-01
	B/Chq FVG G K Williams (3661, 3658, 3666, 3663, 3664, 3660, 3665, 3659 & 3662))
	 90,000,000 

	22-Feb-01
	Cancelled B/Chqs 3531/2/3
	  (100,000,000)


From the table above, the following can be noted;

· On 12 February 2001, Shs 46,695,000 was received into this account and Shs 22,515,000 was paid out. The following day, 13 February 2001, Shs 263,500,000 was received (equivalent of US$ 3,400,000) and Shs 276,125,000 paid out;

· The payments noted above comprised the following: Shs 140 million was described as payments to a GK Williams, Shs 80 million was described as paid to Crescent Constructions; and Shs 128 million was shown as payments to Kariuki Muigua, out of which Shs 100 million was reversed on 22 February 2001;

· The description in the Kariuki Muigua & Co Clients A/C No. 2 – A/C FX 01-400069 shows the debits as if they were sale of currency. This could be misleading and may have been aimed at concealing the actual transfer from one account to another.  There may be a link with the amounts transferred out of the Crucial Properties Limited account

· The funds that were credited into this account were paid out almost immediately through what are described in the account as bankers cheques or cash withdrawals. 
We recommend further investigations to establish the nature of these transactions, especially on the two days above.

5.6.3 Kingsway Motors Group

Our review of the deposits and advances of the bank showed that a significant portion of the deposits and advances were to companies associated with the directors of the bank. One such relationship is Kingsway Motors Limited whose managing director is Manoj Shah, a brother to the bank’s managing director, Sanjay Shah. Manoj Shah is also a director of the bank.

The activities of the various accounts revealed some unusual transactions for which further investigations are recommended. We have summarised some of the transactions that we considered unusual.

5.6.3.1 Kingsway Mart Limited – CA 01-000564

This account had credit turnover of Shs1.8 billion since it was opened on 2 April 2004 to the time the bank was placed under statutory management on 23 June 2006. A detailed review of the account shows some high value transactions on certain days. A summary of some of these transactions is shown below:

	Date
	Transaction value Shs 
	Type
	Description

	28-Sep-2005
	64,393,000
	Credit
	The credits were described as cash received. 

	26-Oct-2005
	88,500,500
	Credit
	The credits were described as cash received.

	26-Oct-2005
	80,480,000
	Debit
	Shs 65,750,000 described as cash paid while Shs 14,730,000 was a cheque payment

	10-Nov-2005
	32,750,000
	Debit
	Constituting four debits described as miscellaneous debits each of Shs 8million. 

	11-Nov-2005
	25,160,000
	Credit
	The credits were described as cash received constituting two credits of Shs 10 million and another for Shs 5 million.

	11-Nov-2005
	5,805,100
	Debit
	Constituting one debit described as cash paid

	26-Nov-2005
	10,000,000
	Credit
	A single credit described as cash received. 

	13-Dec-2005
	8,000,000
	Debit
	Constituting 2 debits described as cash paid, Shs 1million and Shs 7 million.

	14-Dec-2005
	11,098,500
	Debit
	Constituting one debit described as cash paid

	16-Dec-2005
	8,500,000
	Credit
	A single credit described as cash received. 

	
	
	
	

	22-Dec-2005
	14,500,000 
	Credit
	Constituting Shs 7,500,000 ‘cash received’ and the remainder made of ‘transfers’. 

	23-Dec-2005
	   6,195,066
	Debit
	Constituting 2 debits described as cash paid. 

	23-Dec-2005
	15,000,000
	Credit
	Shs 8.5 million described as ‘transfer’, the balance is described as ‘Kirby Tyres, Shs 4.5 million; and Kwik Fit Tyres, Shs 2 million.

	29-Dec-2005
	18,434,400
	Credit
	A single credit described as transfer to K. Muigua. 


The transactions above have been considered unusual due to the following:

· There are unusually high cash payments and cash deposits

· Some dates have high deposits and withdrawals such as 26 October 2005. 

5.6.3.2 Kingsway Tyres Limited – CA 01-000426

This account had credit turnover of Shs 2.9 billion since it was opened on 6 May 2003 to the time the bank was placed under statutory management on 23 June 2006. A detailed review of the account shows some high value transactions on certain days. A summary of some of these transactions is shown below:

	Date
	Transaction value Shs 
	Type
	Description

	26-Sep-2005
	127,000,000
	Debit
	A single debit described as ‘transfer of cheque deposit’ 

	26-Sep-2005
	127,269,490
	Credit
	Two entries described as ‘transfers’ of Shs 53.6 million and Shs 73.7 million. 

	28-Sep-2005
	70,000,000
	Debit
	A single debit described as a transfer of cheque deposit. 

	28-Sep-2005
	40,000,000
	Credit
	A single entry described as a loan advance transfer ref: 01-300971. We traced this credit to the loan account in the name of Kingsway Tyres Ltd – University Way which was opened on the same date. 

	29-Sep-2005
	226,000,000
	Debit
	A single debit described as a cheque deposit ref# 2074

	29-Sep-2005
	227,290,534
	Credit
	Two entries described as ‘transfer’ of Shs 102.6 million and Shs 124.6 million. 

	30-Sep-2005
	9,000,000
	Debit
	A single debit described as a transfer to a/c 01-000012 in the name of Kingsway Tyres & Automart Limited. 

	30-Sep-2005
	6,300,000
	Credit
	A single credit described as miscellaneous credit. 

	6-Oct-2005
	11,097,000
	Debit
	A single debit described as ‘TTFX 1112 REM’. Documents in support of telegraphic transfers (TTs) for October 2005 were not availed for our review by the time of preparing this report.

	11-Oct-2005
	9,581,000
	Debit
	A single debit described as ‘TTFX 1121 REM’. Documents in support of telegraphic transfers (TTs) for October 2005 were not availed for our review by the time of preparing this report..

	26-Oct-2005
	22,000,000
	Debit
	A single debit described as a cheque deposit ref# 2189. 

	26-Oct-2005
	65,000,000
	Debit
	A single debit described as ‘cash paid’.

	26-Oct-2005
	22,079,264
	Credit
	A single credit described as a ‘transfer’. 

	26-Oct-2005
	65,725,000
	Credit
	A single credit described as a ‘transfer’.

	28-Oct-2005
	13,000,000
	Credit
	A single credit described as a ‘trf chq deposit’.

	31-Oct-2005
	8,173,000
	Debit
	A single debit described as ‘TTFX 1214 REM’. Documents in support of telegraphic transfers (TTs) for October 2005 were not availed for our review.

	11-Nov-2005
	41,119,500 


	Debit
	This is made up of two entries: Shs 32.7 million ‘trf cheque deposit’ and Shs 8.3 million ref ‘TTFX 1267 REM’. 

	11-Nov-2005
	5,805,101
	Credit
	A single credit described as cash received.

	16-Nov-2005
	7,535,000
	Debit
	A single debit described as a ‘transfer’.


These transactions have been considered unusual due to the following:

· There are transactions of almost similar amounts in another account belonging to Kariuki Muigua & Co. Advocates. This indicates that the transactions described as cash may have been transfers and not actual cash. See Section 5.6.2.1 for further details. 

· The transactions are of very high value in nature and are around the same period (September and October 2005).

· Most of the transactions are described as cash paid/ deposits which is unusual since they are very high-value transactions to be conducted in cash.
5.6.3.3 Kingsway Tyres & Automart Limited – CA 01-000012

This account was in operation prior to 1 January 1999. The debit turnover for the period 1 January 1999 to 23 June 2006 was Shs 3.9 billion analysed in the table below:

	Year 
	 Debit turnover Shs  

	1999
	       868,378,156 

	2000
	       773,876,406 

	2001
	       863,564,827 

	2002
	       787,460,965 

	2003
	       513,041,670 

	2004
	       112,510,445 

	2005
	          4,226,528 

	2006
	             854,073 

	Total debits
	3,923,913,070


The table below shows some transactions that may have been split and therefore recorded as separate transactions.
Kingsway account CA 01-000012 – unusual transactions 

	Date
	Transaction value Shs 
	Type
	Description

	27-Feb-2001
	11,000,000
	Debit
	Two entries of Shs 5 million and 6 million respectively described as ‘reversal entry’. There were no corresponding credits for these amounts in the month of February 2001. 

	28-Feb-2001
	11,519,000
	Debit
	Two entries of Shs 5,019,000 and 6.5 million respectively described as ‘reversal entry’. There were no corresponding credits for these amounts in the month of February 2001.

	11-April-2001
	8,314,697
	Debit
	A single entry described as ‘cash withdrawal’

	28-Dec-2001
	12,000,000
	Credit
	Constitutes of four cash deposits of Shs 4 million, Shs 3million (twice) and Shs 2 million. 

	07-Jan-2002
	35,419,948
	Debit
	A single entry described as  transfer of $447,768+ charges

	11-April-2002
	13,870,593
	Debit
	Two entries of Shs 6.4 million and 7.4 million respectively described as cash withdrawal.

	30-May-2002
	13,800,000
	Debit
	Two entries described as ‘cash withdrawal’ of 

Shs 6.4 million and Shs 7.4 million. 

	02-Aug-2002
	21,651,109
	Debit
	A single entry described as transfer of ‘TT 2082405 $ 274,621 @ 78.84

	09-Oct-2002
	8,394,180
	Debit
	A single entry described as transfer of ‘US$ 105,701 Parmex’. 

	18-Dec-2002
	28,000,000
	Credit
	Constitutes of four cash deposits of Shs 10 million, Shs 7 million, Shs 6 million and Shs 5 million. 

	19-Dec-2002
	21,900,000
	Credit
	Constitutes of two entries described as ‘cash deposits’ of Shs 10 million and Shs 11.9 million. 

	01-Aug-2003
	11,553,773
	Debit
	A single entry described as ‘cash withdrawal’

	14-Aug-2003
	7,671,500
	Debit
	A single entry described as ‘cash withdrawal’

	15-Jan-2004
	3,040,000
	Debit
	A single entry described as transfer to ’Manoj Shah Lions a/c’. 

	18-Feb-2004
	3,837,500
	Debit
	A single entry described as ‘ttfx 0117 rem Parmex part payment’

	20-Feb-2004
	3,842,500
	Debit
	A single entry described as ‘ttfx 0117 rem Parmex part payment’

	23-Feb-2004
	3,841,500
	Debit
	A single entry described as ‘ttfx 0141 rem Parmex part payment plus charges’

	24-Feb-2004
	3,072,000
	Debit
	A single entry described as ‘part payment tt0141 rem Parmex’

	25-Feb-2004
	3,072,000
	Debit
	A single entry described as ‘part payment tt0141 rem Parmex’

	27-Feb-2004
	3,072,000
	Debit
	A single entry described as ‘balance part payment tt0141 rem Parmex’


The debit turnover levels above appear very high especially given that Kingsway held other accounts at the bank during this period. 

5.6.3.4 Kingsway Tyres Limited – University Way Branch A/C CA 01-700226

Supporting documents for some large foreign currency transactions were not provided by the time of writing this report. The transactions related to inward and outward telegraphic transfers (TTs) in the Kingsway Tyres Limited account CA 01-700226. We have summarised in the table below the transactions as identified from review of the Nostro accounts ledger statements, the daily transaction journals as well as this Kingsway account. 

From the review of this customer account, the following matters were noted:

· An inward TT of GBP 500,000 was received into this account on 25 October 2005; 
· On 26 October 2005, there were outward TTs totalling to GBP 500,000. These appear to have been misreported in the CBK returns, described as a payment by Triton although no debit was traced to the Triton accounts held in the bank. The funds seem to relate to the TT received the previous day but declared to CBK as Kingsway loan drawdown.
· On 8 November 2005, an amount of GBP 250,000 was received through the Canara Bank and an equivalent amount was wired out 3 days later.
For these transactions, we could not confirm whether they had been reported to CBK since the returns for these days were not made available.
	A/C
	Date
	Transaction Description
	 GBP
	Work Done

	
	
	
	DR/ (CR)
	

	
	
	
	
	

	CA 01-700226
	25-Oct-05
	Inward 

TT FIT/614
	(500,000)
	The money came through Canara Bank, one of CB’s correspondent banks. Since we were not provided with the inward TT confirmation, we reviewed the transaction through the daily activity journal.

A corresponding debit was traced to the Canara Bank general ledger (GL) account A/C 01-710001.
From copies of returns by the bank and obtained from CBK, Form CBK FXDR, this was described as an inward TT described as a loan drawdown for Kingsway Tyres.

	CA 01-700226
	26-Oct-05
	Transfer – 

TTFX 1715 (250k)

TTFX 1716 (100k)

TTFX 1717 (150k)
	500,000
	The daily transaction report for this day (26 October 2006) and the outward TT files for the quarter ending December 2005 were not made available to us.

However, our review of the general ledger Nostro accounts indicated that there were outward TTs on the same day adding up to GBP 500,000 broken down into GBP 100,000, GBP 150,000 and GBP 250,000. 

We could not establish who the TTs were remitted to as the information had not been available by the time of doing this report.
We traced the Credit to the Canara Bank GL A/C 01-710001.
From copies of returns obtained from CBK, Form CBK FXDP, this was reported as an outward TT described as payment for petroleum products by Triton Petroleum Co. Ltd. 

	CA 01-700226
	08-Nov-05
	Inward 

TT FIT /653
	(250,000)
	The money came through Canara Bank as evidenced by a corresponding debit in the Canara Bank GL A/C 01-710001. Since we were not provided with the inward TT confirmation, we reviewed the daily activity journal.
From copies of returns obtained from CBK, Form CBK FXDR, this was an inward TT described as a loan drawdown for Kingsway Tyres.

	CA 01-700226
	11-Nov-05
	Transfer-

TTFX  1734
	250,000
	A corresponding debit was traced to the Canara Bank general ledger (GL) account A/C 01-710001.

We could not establish to whom the TTs were remitted as the TT files and Customer requests were not made available for the entire quarter ending 31 December 2005. 

From copies of returns by the bank and obtained from CBK, Form CBK FXDP, this was described as an outward TT described as payment for petroleum products by Triton Networks Solutions Ltd.


5.6.4 American Express Bank, New York - Nostro A/C 01-610000

In our review of transactions carried out by the bank through their correspondent banks, we identified significant transfers into and out of these accounts. Our efforts to review these transactions were not successful. This was due to the following:

· The internal documentation for 26 October 2005 during which a lot of large transactions took place was not provided. The documents missing included the customer instructions, the telegraphic transfers and the daily transaction journal for 26 October 2005,;
· The Nostro bank statements were also not provided and we could therefore obtain external evidence of the transmission instructions

During the two days in October 2005, we also noted large transfers into and out of one of the Kingsway Tyres Limited GBP account (See 5.6.3.4 for further details). 

The table below shows transactions obtained from the American Express Bank Nostro account in New York. Some dollar inflows on the 25 October 2005 appear to have been transferred out the following day. 

	Date
	A/C
	Transaction Description
	DR/ (CR)
US$
	Work Done

	25 Oct 2005
	NO 01-61000
	Purchases of USD
	60,000
	We were not provided with any documentation relating to these transactions. From copies of returns obtained from CBK, Form CBK FXDR, this was a purchase of currency from Bank of Africa Kenya Limited

	25 Oct 2005
	NO 01-61000
	Purchases of USD
	140,000
	We were not provided with any documentation relating to these transactions. From copies of returns made to CBK, Form CBK FXDR, this was a purchase of currency from Fina Bank Limited

	26 Oct 2005
	NO 01-61000
	Outward TT – TTFX 1191
	(60,000)


	We were not provided with any documentation relating to these transactions. 

We could not establish to whom the TTs were remitted as the TT files and Customer requests were not available for the quarter ending 31 December 2005. From copies of returns made by CB and obtained from CBK, Form CBK FXDP, this was a TT from Kingsway for import of tyres. 

	26 Oct 2005
	NO 01-61000
	Outward TT – TTFX 1192
	(140,000)
	We were not provided with any documentation relating to these transactions. 

We could not establish who the TTs were remitted to as the TT files and Customer requests were not available for the quarter ending 31 December 2005. From copies of returns made by the bank and obtained from CBK, Form CBK FXDP, this was TT from Kingsway for import of tyres. This transaction was reported as one together with TTFX 1192 above as US$ 200,000. 

	02 Dec 2005
	NO 01-610000
	Inward 

TTFX 1373
	(1,000,000)
	We were not provided with any documentation relating to these transactions. 

From copies of returns made by CB and obtained from CBK, Form CBK FXDP, this was a placement with Bank of Africa although the reference made in the Nostro account describes the transaction as a TT and not a placement. 


We recommend that further investigations be conducted to ensure that the foreign currency transfers in the last quarter 2005 were appropriate and were reported to the CBK. 

5.6.5 Canara Bank Limited - Nostro A/C 01-710001

From our review of the Canara Bank account, we requested but did not obtain details of the sample indicated in the table below. 

	Date
	Transaction Description
	GBP
	Work Done

	26 Sep 2005
	TTFX 1693
	1,008,548
	We were not provided with any documentation relating to this transaction. From copies of returns made by the bank and obtained from CBK, Form CBK FXDP, this was a TT by Triton Petroleum for payment of petroleum 

	29 Dec 2005
	TTFX 1776
	150,000
	We were not provided with any documentation relating to this transaction.
From copies of returns made by the bank and obtained from CBK, Form CBK FXDP, this was described as a payment to Fina Bank as an inter-bank sales 

	29 Dec 2005
	TTFX 1772
	230,000
	We were not provided with any documentation relating to this transactions.
From copies of returns made by the bank and obtained from CBK, Form CBK FXDP, this was a described as a payment to Fina Bank as an inter-bank sale. 

This transaction was declared as part of the TTFX 1776 above and aggregated as GBP 380,000. 


We cannot confirm that these transactions are regular and recommend that CBK reviews the returns for the banks mentioned in these returns, Fina Bank Limited and Bank of Africa Limited to confirm that the transactions were confirmed by the other banks.

5.7 Accounts opened, operated and closed within a short time

We noted that some accounts were opened and closed within a very short period. These accounts appeared to be operated for a specific reason and would be closed immediately that purpose was achieved. See table below for accounts of this nature.
Accounts opened, operated and closed within a short time
	Account No. 
	Type
	Account name
	Turnover Shs
	Date opened
	Date closed

	01-000339
	CA
	Kariuki Muigua & Co, Office a/c
	-nil-
	No transactions

	01-400069
	FX
	Kariuki Muigua & Co, Office a/c
	312,000,000
	06-Feb-01
	13-Feb-01

	01-000298
	CA
	Crucial Properties Limited
	3,900,000
	27-01-01
	27-01-01

	01-600272
	Ca
	Anuj & Smita Shah
	US$ 31,223
	05-May-06
	12-Jun-06

	01-400073
	FX
	PIVB
	44,995,736.80
	24-Aprl-01
	25-Jun-01

	02-000686
	CA
	Island Forex Bureau Limited
	6,760,699.87
	07-Aprl-05
	22-July-05

	02-800503
	CA
	Island Forex Bureau Limited
	Euro 14,780.07
	27-Jun-05
	22-July-05

	01-800098
	CA
	Capricorn S.R.L
	Euro 79,421.36
	7-Feb-03
	1-Aprl-04

	01-400145
	FX
	Paolo Sattanino
	28,705,103.40
	16-Dec-03
	1-Aprl-04

	01-400154
	FX
	Paolo Sattanino
	23,455.80
	9-Mar-04
	1-Aprl-04

	01-400017
	FX
	Parmex Ltd
	29,280
	21-Jul-99
	22-Aug-99

	01-400157
	FX
	Africa Spirits Ltd
	12,327,562.60
	01-Mar-04
	2-Aprl-04

	01-000737
	CA
	Aua Industria Ltd (Proj. A/C)  
	4,715,039.27
	08-Sep-05
	17-Oct-05

	01-600179
	CA
	Kingsway Tyre & Automart Ltd
	US$ 580
	20-Aug-04
	6-Sep-04

	01-203781
	CD
	Rahul Dilesh Bid
	-nil-
	No transactions

	01-201488
	FD
	Proudview Investments
	-nil-
	

	01-201493
	FD
	Proudview Investments
	-nil-
	

	01-000626
	CA
	Hotel Sirikwa Limited
	62,628,987.95
	30-Jul-04
	12-Nov-04


We requested for the instructions by the customer to close these accounts but none were made available to us. The transactions processed in the short period during which the accounts existed are unusual and we recommend further investigations. See also Section 5.10 for other examples of accounts operated for a short period. 
5.8 Payments for insurance premiums

We noted that there were significant transfers of foreign currency from the Kingsway accounts which were described as settlement of insurance premiums for the directors and their families. The documents used to process these payments did not appear to be from the insurance company as we noted the following:

· The amounts being transferred do not agree with the premium documents supporting the payments in respect to the premium payable.
· The name of the insurance company was written in short form on what should be official documents; 
· The premium documents were not on the letterhead of the insurance company; 
The details of the payments are summarised as below;

	From Account;
	To account
	Date of instruction
	GBP
	Other details/comments

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	12-Jan-06
	 9,000
	For policy 20012733 - Ashit P Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	17-Jan-06
	 6,500
	For policy 20004719 -Nitin M Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	17-Jan-06
	 6,500
	For policy 20004718 -  Nitin M Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	17-Jan-06
	 6,500
	For policy 20004715 -  Nitin M Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	17-Jan-06
	 17,000
	For policy 20007933 -  Manish R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	19-Jan-06
	 8,500
	For policy 20004935 -  Manoj R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	19-Jan-06
	 8,500
	For policy 20004950 -  Manoj R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	19-Jan-06
	 8,500
	For policy 20004942 -  Manoj R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	23-Jan-06
	 12,000
	For policy 20006851-  Sanjay R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	23-Jan-06
	 12,000
	For policy 20006829 -  Sanjay R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	27-Jan-06
	 17,000
	For policy 20007927 -  Manish R Shah

	Kingsway Tyres Ltd
	Lcl Int Life Ass Com Ltd
	27-Jan-06
	 17,000
	For policy 20007932 -  Manish R Shah


We have included the instructions as Appendix H. 
5.9 Accounts operated outside their mandates

We noted that some accounts were operated without proper mandates. Instances were noted where instructions were received from individuals other than those who are recorded in the system as the proper signatories and there were no records indicating that the persons giving the instructions had any relations to those accounts. 

A review of the daily transaction journals showed that on 25 May 2006, Shs 2 million was paid out to Monia Posti from the account of Italian Styles Limited (A/C 01-000249). The support for this transaction was an e-mail correspondence from the CB Mega branch manager to the Operations manager indicating that the amount had been paid out in cash. This indicates that the account mandates were ignored and there is no evidence that the customer actually received the cash.

Examples of other accounts operated outside the mandates on the system are shown below: 

	Account 
	Account name
	Signatories per the system
	Source of instructions

	CA 01-000085
	Nakumatt Holdings Ltd
	At least two signatories
	A Shs 6 million cheque dated 31-Dec-2004 signed singly by Atulkumar M Shah. 

	CA 01-600013
	Mehraz Ehsani
	Mehraz Ehsani
	JA Duchac
See Appendix I

	CA 01-600061
	Mehraz Ehsani
	Mehraz Ehsani
	

	SB 01-100618
	Khatib Ashraf
	No mandates on system
	The mandates on the system assist the bank officials to transact business with their customers in the various branches. Failure to have these therefore renders such operations risky and open to abuse.

	CA 01-600198
	Faranak & Hamed Ehsani
	No mandates on system
	

	CA 01-000300
	Crucial Properties Limited
	No mandates on system
	

	CA 01-600067
	Crucial Properties Limited
	No mandates on system
	

	CA 01-600070
	Crucial Properties Limited
	No mandates on system
	

	CA 01-000298
	Crucial Properties Limited
	No mandates on system
	

	CA 01-301125
	Solutions General 
	No mandates on system
	

	CA 01-600272
	Anuj & Smita Shah
	No mandates on system
	

	CA 05-000014   
	Cashline Forex Bureau
	No mandates on system
	


5.10 Alterations to customer instructions

We have, during the course of our investigations come across numerous cheques whose details have been altered on the face without being counter-signed. The changes made on the cheques had the potential impact of making the cheques invalid. However, all these changes were accepted by the bank and the transactions processed through the customer accounts. The alterations made related to ‘blacking out’ the name of the drawer and replacing it with another hand-written name. 

Once the details of the drawer have been altered, the account number of the customer would also be blacked out and the new account number handwritten. We consider these alterations irregular. 

	Cheque No 
	Account Number
	Name of the original drawer
	Cheque issued by

	120549
	Deleted on the face of the cheque

01-000364
	Daewoo Motors International Limited
	Account debited is CA – 426

Amount paid to cash is Shs 10k

Cheque issued 5 May 2006. 



	120533
	Deleted on the face of the cheque

01-000482
	Daewoo Motors International Limited
	Kingsway Mart Limited. CA – 795. Amount of Shs 2,000. 

Instructions on the cheque are to ‘pay cash’. 

	004617
	Deleted on the face of the cheque

01-000482
	Ketty Tours Travel & Safaris Limited
	Cheque issued by Hon. Ndambuki to self and signed by himself.

Amount of Shs 350,000

	004611
	Deleted on the face of the cheque

01-000482
	Ketty Tours Travel & Safaris Limited
	Cheque issued by Hon. Ndambuki to self and signed by himself.

Amount of Shs 100,000 paid as cash. 

The cheque was not signed. On the back of the cheque, noted as “paid to mama Macharia”.

	004616
	Deleted on the face of the cheque 

01-000482
	Ketty Tours Travel & Safaris Limited
	Name of drawer changed to Kilimani Motors limited.

Paying account is CA – 830

	000419
	Deleted on the face of the cheque
	Phones Direct
	Name of drawer changed to Kingsway Mart. 

Amount of Shs 2,000 paid as cash. 

	000418
	Deleted on the face of the cheque
	Phones Direct
	Name of drawer changed to Kingsway Mart. 

Amount of Shs 15,000 paid as cash.

	144908
	Deleted on the face of the cheque
	Deleted
	Payment of Shs 5 million cash to Panorama Imports. The cheque was not signed and was therefore honoured outside the operating mandates of the account.

	144909
	Deleted on the face of the cheque
	Deleted
	Payment of Shs 3.4 million cash to Panorama Imports. The cheque was not signed and was therefore honoured outside the operating mandates of the account.

	144910
	Deleted on the face of the cheque
	Deleted
	Payment of Shs 2 million cash to Tasara Forwarders. The cheque was not signed and was therefore honoured outside the operating mandates of the account.


Other examples where we could not identify the original cheque number are as below;

	Dated
	New owner/ A/c no.
	Former A/c Name 
	Shs
	Payee

	28-Jul-05
	Yellowstone Enterprises/CA 412
	Dobbin Enterprises
	 143,613 
	Cash

	28-Jul-05
	Sounion Enterprises/ CA 566
	Dobbin Enterprises
	450,000 
	Aum Apparels

	31-Dec-04
	Creative Innovations Ltd/CA 206
	Pacific Ace Ltd
	200,000 
	Cash

	31-Dec-04
	Mbwanji Millers/CA 367
	Pacific Ace Ltd
	190,000 
	Cash

	31-Dec-04
	Gideon Ndambuki/ CA 384
	Pacific Ace Ltd
	      70,000 
	Self

	31-Dec-04
	Parker Radio Hse/ CA 624
	Pacific Ace Ltd
	214,450 
	Cash

	25-Feb-05
	Kingway Mart/ CA 564
	B S Mohindra & Co
	7,000,300 
	Cash

	12-Oct-04
	William K. Gitau/ CA 44
	Sunmatt Ltd
	1,000,000 
	Esther N. Gitau

	30-Jul-04
	Kustron (K) Ltd/CA 131
	CA 1309
	600,000 
	Cash


5.11 Foreign currency accounts maintained in Kenya Shillings

The bank maintained various types of accounts. Once such account type related to accounts denoted as FX 01-4xxxxx. As of 23 June 2006, there were no accounts denoted in this manner. Our review revealed the following peculiarities in the way these accounts were operated:
· From the samples reviewed, the accounts denoted FX 01-4xxxxx existing as at 1 April 2004 were all closed on that date;
· These accounts were reported in Kenya Shillings but the transactions were recorded in various foreign currencies;
· There were revaluation gains/ losses posted into these accounts periodically;
· Most of the transactions on these accounts were described as cash transactions.

The table below shows examples of these accounts:
	Account name

	Account No. 
	Turnover in Shs
	Date of opening
	Date of closure

	Paolo Sattanino
	01-400145
	28,705,103
	16-Dec-2003
	01-Aprl-2004

	Paolo Sattanino
	01-400006
	68,819,192
	31-Mar-1999
	01-Aprl-2004

	Paolo Sattanino
	01-400154
	23,456
	9-Mar-2004
	01-Aprl-2004

	Capricon SRL
	01-400093
	53,230,397
	29-Jan-2002
	31-Dec-2003

	Capricon SRL
	01-400098
	136,961,850
	25-Feb-2002
	31-Dec-2003

	Maniben Meghji Shah
	01-400091
	1,659,137
	28-Dec-2001
	28-Jan-2002

	Triton Petroleum Ltd
	01-400092
	867,624,417
	29-Dec-2001
	01-Aprl-2004

	Anjum Chaudry
	01-400108
	28,992,622
	29-Aug-2002
	01-Aprl-2004

	Kenya Catermart Ltd
	01-400142
	14,095,678
	16-Sep-2003
	01-Aprl-2004

	Jitendra Shah & Mrs Surbhi Shah
	01-400158
	1,570,000
	23-Mar-2004
	01-Aprl-2004

	Amar J Shah
	01-400159
	1,552,000
	30-Mar-2004
	01-Aprl-2004

	Mrs Surbhi Shah
	01-400160
	1,552,000
	30-Mar-2004
	01-Aprl-2004

	Amar J Shah
	01-400161
	1,552,000
	30-Mar-2004
	01-Aprl-2004

	Mrs Surbhi Shah
	01-400162
	1,552,000
	30-Mar-2004
	01-Aprl-2004

	Wellen International Ltd
	01-400087
	69,389,310
	07-Nov-2001
	08-Nov-2001

	Wellen International Ltd
	01-400090
	160,172,353
	10-Dec-2001
	21-Jul-2003

	Wallance Holdings Limited
	01-400086
	54,572,546
	07-Nov-2001
	08-Nov-2001

	P.I.V.B
	01-400073
	44,995,737
	24-Apr-2001
	25-Jun-2001

	Hamed & Mehraz Ehsani
	01-400024
	6,223,560
	10-Oct-1999
	01-Apr-2004

	Africa Spirit Limited
	01-400157
	12,327,562
	01-Mar-2004
	02-Apr-2004

	Newcall Technologies Ltd
	01-400001
	51,251,171
	31-Mar-1999
	16-Apr-2003

	J D J Malde
	01-400030
	5,473,175
	04-Feb-2000
	10-Mar-2000

	J D J Malde
	01-400031
	51,652,714
	16-Feb-2000
	25-Sep-2001

	Nakumatt Investments
	01-400046
	87,415,000
	12-Jun-2000
	27-Jul-2000

	Mr & Mrs Nathwani
	01-400060
	34,732,000
	27-Sep-2000
	13-Oct-2000

	Mr & Mrs Nathwani
	01-400062
	3,697,500
	05-Oct-2000
	13-Oct-2000

	Mr & Mrs Nathwani
	01-400063
	39,936,919
	13-Oct-2000
	23-Jan-2001

	Mr & Mrs Nathwani
	01-400064
	3,967,500
	13-Oct-2000
	26-Oct-2000

	L Nathwani
	01-400065
	27,047,424
	24-Oct-2000
	23-Jan-2001

	Kings Investments Ltd
	01-400029
	17,006,441
	31-Jan-2000
	07-Feb-2000

	Kingsway Investments
	01-400037
	40,997,221
	07-Mar-2000
	01-Apr-2004


5.12 Matters noted on review of fixed and call deposits

5.12.1 Fixed deposit accounts with debit balances

A review of the history of the bank’s fixed deposit accounts indicates that the running balances of some of the accounts were in debit, which is unusual. We also noted that the roll-over details of the deposits appeared unusual since the entire deposits were being credited to the account repeatedly without being retired. It is not clear whether cash was actually received each time the account was credited. Interest was being credited to these accounts even where their status was in debit. 

These unusual scenarios point to the possibility that the deposits may be inaccurate, incomplete, or may not actually exist. It is also possible that such debit balances may have been created to facilitate payments to other accounts or out of the bank. The accounts having this peculiarity mainly relate to directors of the bank and other related companies. 

We have summarised some of the accounts which operated as debit balances below. Most of these accounts were eventually turned into credit balances by 23 June 2006.
These accounts need to be investigated to establish the following:

· Why the opening balances were in debit and when these debit balances arose; 
· Why the accounts showed repetitive deposits renewals without the maturing deposits being retired;

· Why, unlike other fixed deposit accounts where a new account is created to facilitate a rollover of a matured deposit, no new accounts were opened for these accounts. 
Fixed and call deposits that operated with debit balances

	Type of Account
	Customer Name
	A/c no.
	Debit balance 

(1 Jan 2003) Shs

	FD
	Sanjay R Shah
	01-205196
	70,984,029

	FD
	Sanjay R Shah
	01-205534
	33,623,299

	FD
	Manoj R Shah
	01-205905
	37,502,980

	CD 
	Nakumatt Holdings Limited
	01-206626   
	642,760

	CD 
	R.Z. Haria
	01-205966
	1,768,618

	CD 
	R.Z. Haria
	01-205968
	2,683,684

	FD 
	Mina B. Shah
	 01-205320
	15,988,656

	FD 
	Mina B. Shah
	01-205273
	44,308,051

	FD 
	Miss Shamim Ehsani & Mr Ankur Shah
	01-206391   
	5,633,774

	FD 
	Mr Ankur Shah & Miss Shamim Ehsani
	01-206393
	4,418,794

	FD 
	Mr Ankur Shah & Miss Shamim Ehsani
	01-207082
	2,711,918

	FD 
	Mr Ankur Shah & Mr Homan Ehsani
	01-207081
	2,169,534

	FD 
	Mr Neel Shah & Miss Shamim Ehsani
	01-206389
	7,608,493

	FD 
	Mr Neel Shah & Miss Shamim Ehsani
	01-206941
	5,967,500

	FD 
	Mr Neel Shah & Mr Homan Ehsani
	01-207083 
	2,169,534

	FD 
	Mr. & Mrs Arsalan Laloui
	01-205290   
	6,305,198

	FD 
	Mrs. Paniben D. Shah & Chandulal D.
	01-206874   
	3,229,500

	FD 
	Mrs. Paniben D. Shah & Chandulal D. Shah
	01-206910
	91,502

	FD 
	Mrs. Paniben D. Shah & Chandulal D. Shah
	01-207013
	69,972

	FD 
	Mrs. Paniben D. Shah & Chandulal D. Shah
	01-207088
	60,230

	FD 
	Mrs. Paniben Dharamshi Shah Chandulal Dh
	01-206875   
	3,855,260

	FD 
	Mrs. Suru & Nadeem Sadiq
	01-205332   
	22,021,677

	FD 
	Mrudula S Shah
	01-206073
	2,246,140

	FD 
	Mrudula S Shah
	01-206564
	3,273,060

	FD 
	Mrudula S Shah
	01-206737
	939,402

	FD 
	Mrudula S Shah
	01-206816
	2,163,166

	FD 
	Mrudula S Shah
	01-207026
	2,246,140

	FD 
	Mwauco Limited
	01-205486   
	387,695

	FD 
	Nakumatt Investments Ltd
	01-206549   
	168,208,891

	FD 
	Narmadaben M Shah
	01-205518   
	38,850,508

	FD 
	Nisha S Raishi
	01-205155
	825,299

	FD 
	Nisha S Raishi
	01-205156
	4,238,223

	FD 
	Nisha S Raishi
	01-205191
	7,620,705

	FD 
	Nisha S Raishi
	01-205218
	1,329,870

	FD 
	Nisha S Raishi
	01-205593
	9,683,223

	
	TOTAL
	
	515,827,285


5.12.2 Fixed and call deposit accounts operated and closed without being credited with interest

Whereas fixed deposits are ordinarily interest-earning, we noted that some accounts were operated and closed without any interest being credited into them. This would indicate possibilities that not all interest expenses incurred by the bank have been recorded in the past. In addition, the account may have been used for a purpose other than as fixed deposits.

	Type of Account
	A/c no.
	Customer Name
	Comment

	FD
	01-300007
	Dalbit Petroleum Limited
	Closed in September 2004

	FD
	01-300008
	Dalbit Petroleum Limited
	Closed in April 2005

	CD
	01-207181
	Creative Innovations Limited
	Closed in October 2005

	FD
	01-300006
	Antony A Kegode
	No interest since August 2004 

	CD
	01-206954
	Anandi Vipin Shah
	No interest since March 2005

	CD
	01-206955
	Anandi Vipin Shah
	No interest has been credited since March 2005


6 Other accounts with unusual transactions

6.1 Creative Innovations Limited

The shareholders of Creative Innovations Limited are Sailesh K Shah (who is a director of the company together with Kamal R Shah) and Kingsway Investments Limited. Creative Innovations Limited is therefore related to the Kingsway Group. 

During our review of the accounts operated by Creative Innovations at CB, we have noted the matters below which may require further investigation:
· Transfers made to Paolo Sattanino account. See Section 5.2.2

· We noted possible splitting of accounts where there were several foreign currency payments made to PIL K Limited; See Appendix III;

· Transfers made to Capricorn SRL account. See Appendix V.

The Creative Innovations account receives most of its credits from the Nakumatt Holdings account CA 01-000085. In 2003, over Shs 136 million was received while Shs 212 million was received in 2004 and  Shs 641 million between 1 January 2005 and 23 June 2006. 

Nakumatt’s involvement with Creative Innovations and ultimately Paolo Sattanino, whose transactions appear unusual / irregular, needs to be investigated.
6.2 Abdul Qadir Alladina and Mohammed Yusuf – CA 07-600807

In February 2006, a US dollar account was opened by Mr Abdul Quadir Alladina and Mr Mohamed Yusuf. The account opening forms indicated the account holders were pensioners, There was an inward telegraphic transfer (TT) of USD 187,392 on 06 March 2006. The TT reference was 167.

On 6 April 2006, a TT (Ref: TTFX 664) of USD 185,000 was transferred through the Amex Nostro A/C to Deutsche Bank Trust Company for the credit of Paramount Universal Bank. The further credit was for Mr Alladina Abdul Quadir, Paramount Bank Westlands Branch. See Appendix K. 
There have been very few other transactions in this account subsequently. We recommend further investigations to establish the nature of these transactions.

6.3 Round sum transactions

We have noted accounts whose history of transactions show only round sum transactions. This is most unexpected of a trading account and the transactions may therefore not have any commercial rationale. Examples of such accounts are:  

	Account No. 
	Account name

	01-600006
	Paolo Sattanino

	01-000012
	Kingsway Tyres & Automart Limited

	01-000563
	Kariuki Muigua & Co Advocates – Client account

	01-000148
	Sailesh Prajapati

	01-000352
	Triton Petroleum Limited

	01-000022
	Greenhills Investments Limited


Further examples of such transactions have been included under Section 5. We recommend that further investigations be carried out to establish the nature of these transactions.
6.4 Triton Petroleum Company Limited A/C no. 01-000352
We noted various large transfers to Sonal Devani’s accounts (various fixed deposits) from the Triton Petroleum account. We requested for but were not provided with the account opening forms for the Sonal Devani accounts for our review. We also noted that there were no picture and signature images of the customer in the bank’s core operating system Equinox. 

For the fixed deposits, we did not obtain any evidence that these were supported by authorisation from the customer. We have listed some of these transfers below:

	Date
	A/C
	Transaction Description
	Shs


	Work Done

	
	
	
	DR/ (Cr)
	

	19 Oct 2005
	FD 01-207187
	Transfer
	(20,000,000)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	27 Dec 2005
	FD 01-207254
	Transfer from A/C 01-000352
	(10,000,000)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	27 Dec 2005
	FD 01-207255
	Transfer from A/C 01-000352
	(10,000,000)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	27 Dec 2005
	FD 01-207256
	Transfer from A/C 01-000352
	(10,000,000)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	27 Dec 2005
	FD 01-207257
	Transfer from A/C 01-000352
	(10,000,000)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	27 Dec 2005
	FD 01-207258
	Transfer from A/C 01-000352
	(10,000,000)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	28 Dec 2005
	FD 01-207260
	Opening Deposits
	(7,263,950)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	28 Dec 2005
	FD 01-207261
	Opening Deposits
	(8,810,200)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	28 Dec 2005
	FD 01-207262
	Opening Deposits
	(8,925,850)
	Amount transferred from Triton Petroleum Company Limited A/C 01-000352 on the same day.

	16 Jan 2006
	FD 01-207285
	Opening Balance
	(125,000,000)
	No supporting documentation was provided for this transfer.

However, we noted that the Shs 124.7 million was paid out from the from the Triton Petroleum Company Limited A/C 01-000352 


We recommend that further investigations be carried out on the nature and authenticity of transactions in this account.

6.5 Accounts with no entry since their opening

We noted accounts which reflect no transactions’ history since they were opened. We have summarised in the table below some of these accounts   

	Account No. 
	Type
	Account name

	01-000339
	CA
	Kariuki Muigua & Co – Office account

	01-100575
	SB
	Benice Mburu

	01-201488
	FD
	Proudview Investments

	01-201493
	FD
	Proudview Investments

	01-400079
	FX
	Nakumatt Holdings Limited

	01-400080
	FX
	Nakumatt Holdings Limited

	01-400081
	FX
	Nakumatt Holdings Limited

	01-400082
	FX
	Nakumatt Holdings Limited


The matters about these accounts that we considered unusual were:

· The accounts above include fixed deposits, which should only be opened once the bank has received a customer deposit receipt. Other accounts are of type FX which have been found to be unusual as discussed under Section 5. 
· We were not provided with the customer instructions for the opening of these accounts;

· The accounts are in the names of accounts that have been identified for other unusual transactions;
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